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WEDNESDAY, MARCH 25, 1953 


Unirep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, gh, €/, 

The committee met, pursuant to call, at 10:05 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart, chairman, 
presiding. 

Present: Senators Capehart, Bennett, Bush, Payne, Goldwater, 
Maybank, Robertson, Sparkman, Frear, Douglas, and Lehman. 

The CHarrMAN. The committee will come to order. Our first 
witness this morning will be Arthur S. Flemming, Acting Director 
of the Office of Defense Mobilization. He has with him Mr. Harold 
S. Vance, special consultant to the Director; Mr. James F. Brownlee, 
consultant; Mr. Charles H. Kendall, General Counsel; Mr. Ralph S. 
Trigg, Assistant Director for Production; Mr. William G. Barr, Acting 
Director, Office of Rent Stabilization; and Mr. Ross S. Shearer, 
Assistant Administrator, Economic Stabilization Agency. 

I believe, Mr. Flemming, you are going to pretty much speak for 
the group. We want the others among the group to feel perfectly 
free to speak if they have anything to say. We may want to ask you 
questions. I don’t think we ought to be in particularly a big hurry. 
If we don’t get finished this morning, we will come back this afternoon. 
You gentlemen are the ones that at the moment are administering 
most of the so-called Defense Production Act. We want to get all 
the facts we can. We want to get your thinking. We want to end 
up here writing a bill that is in the best interests of all the people of 
the United States, and do the things that ought to be done. I am 
sure that that is what we are all going to try to do. We may have 
differences of opinion as we go along. But when the final showdown 
comes, I think we will all do the thing that we feel certain is in the 
best interest of all the people. 

Mr. Flemming, you have a statement. Would you like to proceed 
and read it? 


STATEMENT OF ARTHUR S. FLEMMING, ACTING DIRECTOR, 
OFFICE OF DEFENSE MOBILIZATION 


Mr. Fremmina. Thank you very much. 

The CuarrMan. You do not have a copy of your statement for us? 

Mr. Fiemmina. There are copies on the way up. This is an 
outline. 

The CuarrmMan. Why don’t you proceed in your own way? 

Mr. Fiemmine. Mr. Chairman and members of the committee, | 
appreciate very much having the opportunity of discussing the several 
important legislative issues which are now before this committee. 
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First of all, I would like to provide you with a brief description of 
the manner in which the Office of Defense Mobilization has operated 
during the past 2 months. 

You will recall that immediately after the President’s state of the 
Union message, the President issued an Executive order transferring 
the Defense Production Administration to the Office of Defense Mo- 
bilization and designating the Director of Defense Mobilization as the 
Economic Stabilization Administrator. At the same time the Presi- 
dent directed the Director of Defense Mobilization to supervise the 
activities of the National Security Resources Board. 

The President also approved a program under which immediate 
action was taken to decontrol salaries and wages. 

The CuarrmMan. You say that he directed you to direct the National 
Security Resources Board 

Mr. FLtemmina. To supervise the work of the National Security 
Resources Board. 

The Cuarrman. Does the National Security Resources Board have 
a chairman? 

Mr. Fiemmine. A vice chairman. 

The Cuarrman. Who is that? 

Mr. Fiemmine. Mr. Ed Dickinson is vice chairman. 

The Cuarrman. But you and your Department were directed to 
supervise the National Security Resources Board? 

Mr. Fiemmina. That is right. 

The CHarrman. In the absence of a permanent Chairman? 

Mr. Fiemmina. Yes, and on a temporary basis. 

Senator Maysank. Are you familiar with the mobilization plan 
which the National Security Resources Board is reported to have in 
its files? The work was done some 2 or 3 years ago? 

Mr. Fiemmine. I am not familiar with that in detail. 

Senator Maysank. You know there is such a plan? 

Mr. Fiemmina. Yes. 

Senator Mayspank. Would you make that plan available to this 
committee, since you are supervising it now? 

Mr. Fiemmina. I will be glad to check into it. 

The Caarrman. I think that is known as the Hill report. 

Mr. Fiemmina. I will be glad to check into it and see what the 
status of it is and report back to the committee. 

Senator Mayspank. Thank you. 

Mr. Fiemmina. I will report back to the committee on it. 

The Cuatrman. Thank you, sir. 

(The report will be found in the files of the committee.) 

Mr. FLiemmina. A schedule was set up and put into effect for the 
decontrol of prices and steps were taken to liberalize the controlled 
materials plan and to bring it to an end by June 30. 

As the members of the committee know, we have now decontrolled 
all prices. 

As a result of these organizational and policy decisions the number 
of employees in the Office of Defense Mobilization, Defense Produc- 
tion Administration, National Security Resources Board, Economic 
Stabilization Agency, and the National Production Authority has 
been reduced from 12,500 to 7,795, or a reduction of 4,705. Also, an 
additional 3,000 employees have received notices stating that their 
employment will be terminated within a period of 30 days. 
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Senator Mayspank. May I ask if there are sufficient appropriations 
to run it until the law expires? 

Mr. FiemminGa. There are. Looking ahead to the future, the 
combined ODM-—NSRB will act as the right arm of the President in 
giving direction to the operating phases of the current mobilization 
program and in making sure that a realistic and up-to-date action 
program is ready at all times to be put into effect by the Congress 
and the President in the event that international developments should 
call for such a program. 

In setting up the Office of Defense Mobilization, provision was 
made for the establishment of a Defense Mobilization Board, made 
up of seven members of the Cabinet, the Chairman of the Board of 
Governors of the Federal Reserve System, and the Director of Mutual 
Security, to advise the Director on all phases of the mobilization 
program. 

This Board has met frequently since the beginning of the new 
administration and has advised the Director on all phases of the 
decontrol program. 

In addition, this Board has advised the Director on the recom- 
mendations contained in this testimony. 

In the development of the program which we are presenting to this 
committee, we have kept uppermost in our minds the philosophy 
which was reflected in the President’s state of the Union message, 
which he said: 

The great economic strength of our democracy has developed in an atmosphere 
of freedom. The character of our people resists artificial and arbitrary controls 
of any kind. Direct controls, except those on credit, deal not with the real causes 
of inflation but only with its symptoms. In times of national emergency, this 
kind of control has a role to play. Our whole system, however, is based upon 
the assumption that, normally, we should combat wide fluctuations in our price 
structure by relying largely on the effective use of sound fiscal and monetary 
policy, and upon the natural workings of economic law. 

We are, of course, living in an international situation that is neither an emer- 
gency demanding full mobilization, nor is it peace. No one can know how long 
this condition will persist. Consequently, we are forced to learn many new things 
as we go along—clinging to what works, discarding what does not. 

In other words, it is the objective of this administration to rid the 
American economy of direct controls. 

At the same time we recognize the importance of keeping on the 
statute books those provisions of law which grow out of a recognition 
of the fact that we are “living in an international situation that is 
neither an emergency demanding full mobilization, nor is it peace.”’ 

Senator Maysank. You interpret that as a belief in standby 
controls? 

Mr. Fiemmina. A little later on I am going to deal with that issue 
in more detail. If I might wait until that time, I think it would 
clarify it. 

In considering the problems which are before this committee, it 
seems to me that it is important for us to keep in mind the following 
facts: 

It is still necessary for us to provide for the maintenance of our 
Armed Forces at a level substantially higher than would be the case 
in peacetime. 

Our current military requirements are of such a nature that we 
will continue to devote a substantial part of our industrial strength 
to military construction and supply. 
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The world situation is such that we face the necessity of achieving 
and maintaining a condition of readiness in the event that we should 
find it necessary to move from partial mobilization to all-out mobili- 
zation 

The partial mobilization program plus our readiness program ac- 
count for the fact that actual deliveries under defense contracts 
which means materials and energy and industrial capacity in present 
use—are running well in excess of $30 billion a year. 

Secause our increased industrial capacity is not now devoted to 
all-out war production, we have been able to catch up with the ex- 
traordinary defense demand in many important areas, and as a re- 
sult the supply of most basic materials is now substantially in balance 
with demand. 

Although this picture is encouraging, we must recognize that it 
could change rapidly and that we must, therefore, be on the alert for 
renewed pressures on the economy. 

[It is my intention to discuss with the committee the issues which 
are now before it by examining the subject matter of the appropriate 
tatles of the Defense Production Act and its amendments. 

We believe that the authority to require preference in the per- 
formance of contracts and to allocate materials and facilities for the 
national defense should be extended to June 30, 1954. 

In his state of the Union message the President said: 

I believe also that material and product controls should be ended, except with 
respect to defense priorities and scarce and critical items essential for our defense 
I shall recommend to the Congress that legislation be enacted to continue author- 


ity for such remaining controls of this type as will be necessary after the expiration 
of the existing statute on June 30, 1953 


The CuarrmMan. You are talking about title I? 

Mr. Ftemmina. Yes. . 

The CHARMAN. You are recommending that title I be extended as 
written? 

Mr. FLemmina. | am going to suggest certain changes in it as I 
move along 

The CuarrmMan. But, generally speaking, you are recommending an 
extension of title I of the present act? 

Mr. Firemmina. Yes. I will suggest what I regard as one basic 
amendment in a few minutes. 

Senator Roperrson. When you say “recommend,” are you speaking 
for your specific organization or are you speaking for the President? 

Mr. FLemmina. Senator, it is my feeling that the positions which I 
am setting forth here do reflect the position of the administration. 

Senator Ropertson. Will you say that over again? I didn’t 
catch the full meaning of it. 

Mr. Fiemmina. It is my belief that the positions which I will set 
forth before this committee do reflect the position of this administra- 
tion on these issues. 

Senator Rorerrson. On what fact does your belief rest? 

Mr. Fiemmina. Earlier in my presentation I pointed out to the 
members of the committee that I have advising me a Defense Mobili- 
zation Board, which is made up of seven members of the Cabinet, the 
Chairman of the Board of Governors of the Federal Reserve, and the 
Director of Mutual Security. Their advice is in harmony with the 
presentation that I am going to make. 
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Senator Roperrson. | don’t question that. | am a member of the 
minority party desiring to cooperate with the major party in all 
matters designed to promote the general welfare, and naturally, | 
would like to know the attitude, if you know it, of the present leader 
of the majority party, the President of the United States 

Mr. Fiemmina, I think it is perfectly clear that the nine persons to 
whom I have referred, including myself, would certainly do everything 
we could to reflect accurately the position of the President on matters 
of this kind. 

Senator Roperrson. I won't pursue the matter. 

Mr. FuemMina. | certainly cannot put words in his mouth. Going 
back now to title I of the Defense Production Act, as the members of 
this committee know, it authorizes the President to require that 
defense contracts be given priority in their performance over other 
contracts and to allocate materials for defense purposes. 

There is almost universal recognition of the necessity for giving 
priority to the production of weapons for the national defense. 

Ships and planes and tanks, guided missiles and radar equipment 
are recognizable as the immediate instruments of our protection, and 
as such they merit first attention in our plants and factories. 

Practically, effective priority for the production of the weapons of 
war means priority for the subassemblies, the components, the pri- 
mary forms and shapes and the raw materials that go into the end 
product. 

The need for a preference system is as simple as that 

Priorities and allocations authority does more, of course, than put 
a weapon at the top of a plant’s production schedule 

The President is able to accomplish an equitable distribution of 
defense contracts among ee so as to avoid the situation in 
which one producer is required t o turn his entire production to de- 
fense needs while another continues to supply the normal needs not 
only of his own customers but of the company doing defense work 
as well. 

The President is also able to protect businesses from liability for 
damages which would otherwise result from deferring normal business 
to concentrate on defense. 

By use of the allocation authority the President is able to conserve 
the supply of scarce and critical materials 

The procurement and construction programs of the military depart- 
ments and the Atomic Energy Commission have only recently reached 
full speed in terms of deliveries. 

They will continue throughout fiscal 1954 to constitute a major 
factor in the economy. 

To assure their completion as well as to minimize their disruptive 
eftect on our civilian economy, the basie priorities and allocations 
authority is needed. 

Certain provisions of the law bearing upon the use of title I au- 
thority should, however, be changed to reflect changed circumstances. 

Very substantial expansion in the Nation’s capacity for the pro- 
duction of goods and services since Korea has brought supply and 
demand in most areas of the economy substantially into balance. 

This is why we have been able to decontrol prices and wages and 
to limit the use of materials controls to the area of military production. 
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Also, this is why we have been able to discontinue the general 
distribution of materials throughout the civilian economy except for 
a few scarce and critical items essential to defense. 

Senator Maysank. You say a large production. You have been 
able to discontinue price control on certain things, is that correct? 

Mr. Fiemmina. Yes. 

Senator Maypank. I want to ask you this question: If that be a 
fact, then the Defense Production Act did do some good? 

Mr. Fiemmina. There is absolutely no question about that. 

Senator MaysBank. I am glad to hear you say that and to know 
your group feels that way. 

Mr. Fremmine. Very definitely, sir. 

Under these circumstances, the statute ought not to require dis- 
tribution in the civilian economy but, on the contrary, should express 
the intent that such distribution be resorted to only in special cases 

This could be accomplished by repealing sections 701 (¢), 714 (f) (3), 
and 714 (f) (4), and by adding a new section reading: 

The powers granted in section 101 shall not be used to control the general dis- 
tribution of any material in the civilian market unless the President finds (1) that 
such material is a scarce and critical material essential to the national defense, 
and (2) that the requirements of the national defense for such material cannot 
otherwise be met without creating a major dislocation of the normal distribution of 
such material in the civilian market to such a degree as to create general hardship. 
That is the end of the proposed amendment to the act. 

Senator Leaman. Do I| understand you are recommending that 
only goods be controlled that are directly required for defense needs 
unless the President designates certain others? 

Mr. Fremmina. That is correct. 

Senator Lesman. How would it work under those circumstances 
in the event we were in a great emergency and 40 or 50 percent of all 
materials of certain essential items were required for our defense needs, 
leaving only 50 or 60 percent for civilian needs? Wouldn’t that 
inevitably lead to a scramble for that remaining 50 or 60 percent, or 
possibly even less—a scramble in which the larger, more powerful, 
wealthier organizations would have a very definite advantage over 
the smaller ones, whose economy is of equal interest to the country 
as well as that of the larger organizations? 

Mr. Fiemmina. Senator, if it did lead to that kind of scramble, 
and if the President could find, as a matter of fact, that the scramble 
was creating a major dislocation of the normal distribution of such 
material, to such a degree as to create general hardship, then the 
executive branch would have authority to allocate throughout the 
civilian economy. Our suggestion is that we have reached the point 
where, in effect, we should reverse the emphasis of the present law 
Under the present law, as you appreciate, if a decision is made to 
allocate materials for defense purposes, then the law really places 
upon us a legal obligation to go ahead .and allocate to the entire 
civilian economy. 

Our feeling is that it would be better to give us the authority to 
allocate for defense purposes, and only allocate for the entire civilian 
economy when the President made the kind of findings I have sug- 
gested here. 

Senator Buse. Mr. Flemming, if you have a limited supply of 
material and you have to allocate for defense, wouldn’t it follow that 
it would have to be allocated generally, as is the case now? 
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Mr. Fiemmina. It is our judgment that is the requirement under 
existing law; you are correct, sir. 

The Caarrman. Will you yield just a moment? What you are 
recommending here is that if at any time the percentage of the eoods 
needed of any particular material, or a lot of materials, if the Defense 
Establishment needs such a large percentage that the balance left is 
so little that it might work a hardship upon the civilian production, 
then you want the right to allocate the balance that is left? 

Mr. Fiemmina. ‘That is correct. 

The Cuarrman. In other words, you want that in the law. Now, 
my question is: If that condition ever exists, and I can see where it 
may, and I certainly have no quarrel with your request, do you like- 
wise want the authority to control the price? 

Mr. FiemminG. Could I reserve my answer to that question until 
1 get into the price and wage control section? 

The CuarrMan. You may reserve it, if you are certain we are 
going to get back to it. It is very important to the American people 

Mr. Ftemmina. We will get back to it. 

The CuarrMan. | have no quarrel with what vou are trying to do 
here. I think you are 100 percent right. What you are saying is 
that, if the time comes when the Defense Establishment might well 
need, let’s say, 50 percent of the copper, 60 percent of the aluminum, 
leaving only 40 percent for civilian goods, you want the right to 
ration. I agree with you 100 percent. 

Now, my question is, what are you going to do with the price if 
there is only 40 percent available? Do you want a standby right 
then to control the price? 

Mr. Fiemmina. I will reach the answer to that question. 

The CuarrMan. I want to make sure we will get back to it. 

Mr. Fiemmina. We will assure you we will. 

The CuartrMan. If you do not want it, and the Congress does not 
give it to you, and that condition should exist, where you are taking 
40, 50, 60, and 70 percent, leaving a small percentage for civilians, 
and prices go through the ceiling, it will be the Congress that gets 
the heat; not you. 

Mr. Fiemmina. I will be very, very glad to respond to the question’ 
I would like to do so in the setting of our general position on price 
control. 

Senator SPARKMAN. I would like to ask Mr. Flemming some ques- 
tions here before we finish this subject. Why would you feel it would 
be necessary to make an allocation to defense of certain materials 
while not making allocations to industry generally, other than defense? 

Mr. FLemmina. Senator, it is our feeling that as far as the materials, 
for example, that have been under control up to the present time, 
that is, copper, steel, and aluminum, the supply and demand situation 
is such that we can make sure of the fact that the defense needs are 
taken care ‘of and what is left over will be of sufficient quantity to 
take care of the needs of the civilian economy without the Government 
imposing detailed controls on that economy in order to bring about a 
distribution among users. 

Senator SpaARKMAN. Take any one particular material. Let’s take 
aluminum, just as a matter of convenience. If there is enough 
aluminum to go around, nobody is going to have any particular 
trouble getting it; isn’t that true? In other words, you would need 
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allocations only in those instances where the material situation was 
tight 

Mr. Fiemmina. Except, I think we have to make sure of the fact 
as far as our defense needs are concerned, that they not only ultimately 
get what they need, but that they get it just at the time they need it. 

Senator SparkMAN. If there is plenty to go around, there won’t be 
any trouble on that score, will there? 

Mr. Fremmina. The question is whether pone to go around is 
present at a given moment. 

Senator SparkMAN. The point I want to make is this: If the situa- 
tion is tight, and you take out specifically the amount needed for 
defense, regardless of how small it is, 10 percent, 20 percent, the effect 
is to make it even tighter in the civilian economy, isn’t it? 

Mr. Fremmina. That is correct. 

Senator SpARKMAN. Therefore it creates a scramble for resources. 
Who is it that gets pinched in that scramble? It is the little fellow. 

Aren’t you by such a proposal, or if such a proposal were put into 
effect, isn’t it the little fellow who gets hurt, gets hurt most and quick- 
est? 

Mr. Fiemmine. Senator, our feeling is if the kind of a situation that 
you describe does create a major dislocation, if it does create general 
hardship, then the President should have authority to recognize that 
fact and take appropriate action. 

Senator SpARKMAN. Don’t you believe now that we know from 
experience that it does create that situation when you reach in, when 
the material is tight, and pick out a certain part of it, and you simply 
make the situation tighter? 

Senator Busn. Not if there is plenty of material. 

Senator SPARKMAN. If there is plenty of material, it is not tight. 

Senator Busu. But he says that only applies in the case where there 
is plenty of material. 

Senator SpARKMAN. You mean, the allocation? 

Senator Busn. There would be none where there is plenty of 
material, 

Senator SparKMAN. That is exactly the point Iam making. If you 
pull the defense material out of a tight situation, we might as well 
provide for the allocations to start 

The Cuarrman, | agree with him 100 percent, that they ought to 
have the right to do what they are asking for here. The question 
that this committee has to decide, if they give them that right, and I 
hope we will, is whether or not they also shouldn’t have the right to 
control the price; and if they do not have the right, not to control the 
price. The whole thing would get completely away from them with- 
out that, because the price on those few materials will, in my opinion, 
go right through the ceiling. 

Senator SpARKMAN. I am not talking about prices here; I am talking 
about allocations. I am talking, I believe, out of experience. 

I think we all saw it a couple of years ago when only a relatively 
small amount of aluminum in the country was being used for defense 
purposes, yet when you allocated that amount of aluminum, it 
created a tighter situation in the civilian economy. Then, to relieve 
that, vou came out with a proposed death sentence that would have 
put 14,000 little businesses out of business-in this country; but when 
they put in an orderly system of controlling materials, not a single 
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little business had to go out. They had to cut down; but every one of 
them, at least, got enough to stay afloat. 

Senator Ropertrson. Mr. Chairman 

Senator SpaRKMAN. | don’t want to leave this. | will yield, if 
there is a special question. 

Senator Rongertson. | would rather have the floor. 

Senator SPARKMAN. In the case of nickel, | believe we were told 
that 90 percent or more, perhaps as much as 95 percent of nickel, was 
being used for defense purposes. We know what is going to happen 
to that other 5 or 10 percent of nickel in this mad scramble to get it 
in the civilian economy. 

The person who has the business, whose business is big enough to 
maintain a regular force out working, developing sources of material, 
buying it, that business is going to be the one that gets it. The little- 
business man who is running a little storage battery concern down in 
Senator Capehart’s town or down in Kershaw, 8. C., someplace like 
that, that is the business that is not going to get it and is going to the 
wall. 

I just want to drop these thoughts for most careful consideration, 
because I believe when you start allocating, unless you allocate across 
the board on that particular material, you are going to see many, 
many small businesses hurt and hurt badly. 

Senator Roperrson. Now, Mr. Chairman 

The CuarrmMan. Let me make a statement. I will call on you. 
I want to congratulate Mr. Flemming on taking up one title of this 
bill at a time and going straight through the bill. That will enable 
us to discuss each title as we go along. 1 again want to say that we 
don’t want to be in too big a hurry. We can come back this afternoon, 
and tomorrow, if necessary. I would like to proceed in an orderly 
fashion. I will call on you, Senator Robertson. I think it is a little 
unfair that the chairman has a copy of this stateme nt and others do 
not. How soon do vou think the copies will be here? 

Mr. Fiemaina. I expect them soon. 

Senator Busn. Could we hear the witness comment on Senator 
Sparkman’s statement? I think there is a good answer to that. 

The CHairMan. Let’s let him answer Senator Sparkman, and then 
1 will call on Senator Robertson 

Mr. Fiemmuina. Taking the illustration which you have just used, 
Senator Sparkman, it seems to me that would very clearly fall within 
the language that I am suggesting here as an amendment to the bill: 

The CHarrMan. Senator Robertson. 

Senator Ronertson. Mr. Chairman, I would not break in on this 
interesting testimony at this time if it were not that I have to leave 
in a few minutes for an important hearing be fore the Appropriations 
Committee. 1 want the benefit of this witness’ advice on one phase 
that is going to be a very troublesome one in any legislation we 
report. There has been some reference here to a 100-percent endorse- 
ment of this, that and the other. I endorse the ability of this witness 
100 percent. I endorse his sincerity 100 percent. I appreciate the 
great ability of the array of consultants and accountants and lawyers 
he has around him who helped him in the preparation of this presenta- 
tion. But when we come to write a bill, we have to decide a 
what circumstances any powers that we confer on anybody shall | 
exercised, 
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I know that there is a difference of opinion about how to pronounce 
words and what words mean. I remember when Senator John 
Randolph, of Roanoke, was dying, he called in an Episcopal rector 
to read the Bible to him. The preacher thought he had better read 
about the great power of God. And he read, “omni-potent,’’ and 
the old Senator, who was very we “ak, raised up on one elbow, and said, 
“It is ‘omnip-otent,’ sir.’ 

Some who want to sidioate how people are panting and pushing, 
call it “ram- -pant, ” although Noah Webster would say, I think, it is 

“ramp-ant.’ 

Again, when you refer to something that is out of the ordinary, you 
place emphasis on the “extra,” and you will call it ‘ ‘extra-ordinary,’ 
mavbe, just so that Members of the Senate would better understand, 
and maybe we don’t know that both Noah and Daniel Webster called 
it “extraor-dinary.”’ 

The thing that bothers me is, whatever you call this emergency, 
how we are going to define it. Before you leave, shall we put in if a 
world war starts, or something that approaches a world war, that will 
be a grave emergency extraordinary? Whatever you may call it. 
We want your views because that is one of the real troublesome prob- 
lems. 

I am sorry I have to leave. I want to indicate, though, that I am 
pretty much sold on the Baruch theory that if this grave emergency 
requires action, that when it occurs we want a straight, across-the- 
board action on everybody, indirect and direct controls, quick action 
on credit, quick action on taxes, if we can get it—probably not—but, 
anyway, freeze prices and wages. 

I am inclined to go along with the chairman in the question he 
asked you: If there is a shortage of something, how are you going to 
set it aside for your allocation, without also putting a price on it? 
I want you to discuss that before the meeting is over. I am sorry I 
can’t stay. I want you to discuss how we are going to define the 
emergency that will bring into operation these extraordinary powers. 

Mr. Fiemmine. Mr. Chairman, as far as the specific matters that 
[ have been discussing up to now, under this title, we have suggested 
some language which is designed to indicate when the President should 
exercise authority. As I move on into the other sections 

The CHAIRMAN. Suppose you proceed, then. 

Senator Leaman. Before we leave this, I think there is a great deal 
of confusion here. I don’t think Senator Sparkman and I, or possibly 
others, have any desire to curtail the emergency powers given to the 
President for the allocation of materials. It is my judgment that, if 
an emergency should arise sufficiently serious to justify the invoking 
of those Presidential powers, that if you allocate to defense plants, 
defense activities, you must, necessarily, allocate to nondefense 
activities, for this reason: he is not going to invoke the powers unless 
there is an emergency which would create greater demand for scarce 
materials by defense plants. 

When that happens, obviously, the amount that is available to the 
nondefense plants, nondefense activities, becomes diminished. It 
may be diminished by as much as 30, 40, or 50 percent, if this thing 

takes the proportion that I think it may take some time. 

Unless simultaneously, with the allocations of materials to defense 
plants, you allocate or have the machinery set up which would give 
the power of allocation to nondefense plants, then I think it is 
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inevitable as Senator Sparkman and I have pointed out, that the 
small plants will suffer. I don’t think it could possibly be avoided. 

1 am not trying to take away any emergency powers from the 
President, but | am trying to put everybody on the same plane, so far 
as equity is concerned. I know the nondefense plants will suffer to 
the extent that the larger amounts of goods go into defense activities. 
| don’t think you can possibly, successfully, divide those two things 
without causing a very serious situation to arise. 

The CuarrmMan. The President is recognizing the fact that there 
might be a series of small emergencies, that there might be a big 
emergency, and he is asking for the authority, under those condi- 
tions, to allocate scarce materials to the civilian economy. The big 
question, of course, is can you do that without likewise controlling the 
price of it. We will get into that later and see what the facts are and 
what the testimony and what the thinking of different people is. 

Senator Lenman., [ think it should be mandatory, if the President 
decides to allocate scarce materials to defense activities, that it like- 
wise be made possible for him to allocate them to nondefense. 

Senator Busn. That is the provision that makes it possible. 

The CuHarrMan. That is the provision. Senator Douglas had a 
question. 

Senator Douvatas. As I take it, Dr. Flemming is saying that the 
President should have discretionary powers to allocate to civilian 
industry in case of a grave emergency, but it should not be manda- 
tory. As I read section 101 (a) of the present act, which is con- 
tinued in 8S. 753, it is at present discretionary for the President. It 
states: 

The President is hereby authorized 
and then going to paragraph 2 


to allocate materials and facilities in such manner, upon such conditions, and to 
such extent as he shall deem necessary or appropriate to promote the national 
defense. 

It seems to me it is not mandatory upon him now; that it is dis- 
cretionary. I am somewhat puzzled as to why you think further 
language, to make it clear that this shall be simply discretionary, is 
necessary. 

Mr. Fiemmina. Senator Douglas, it is my understanding that, up 
to the present time, taking the entire act and the various sections in 
it, the interpretation has been that when there was an allocation for 
defense purposes that did virtually automatically place on the execu- 
tive branch the responsibility for allocating to the entire civilian 
economy. 

Senator Dovae.as. I do not see that under section 101. It is merely 
an authorization that is given. Are there other sections which make 
it mandatory? 

Mr. Fiemmina. Section 701 (c) has language which goes a little 
further than section 101. [Reading:] 

Whenever the President invokes the powers given him in this Act to allocate, 
or approve agreements allocating, any material to an extent which the President 
finds will result in a significant dislocation of the normal distribution in the civilian 
market, he shall do so in such a manner as to make available, so far as practicable 
for business and various segments thereof, in the normal channel of distribution 
of such material, a fair share of the available civilian supply based, so far as prac- 
ticable, on the share received by such business under normal conditions during a 
representative period preceding June 24, 1950. 








1286 STANDBY ECONOMIC CONTROLS 


Senator Dovatas. There is an escape clause there in the phrase ‘so 
far as practicable’’? 

Mr. Fiemmina. Yes. I think I am safe in saying that the escape 
clause has not been used, has it? 

Senator Dovetas. If my memory is correct, for a good many 
months after the allocations were given for defense purposes, there 
were no allocations for civilian production. It was not until relatively 
late in 1951, I think, that the controlled materials plan went into 
effect. It may have been the first part of 1952. 

Senator SpARKMAN. July 1, 1951. 

Senator Doueras. So that the Administration did not believe they 
had to put it into effect simultaneously. 

Mr. Fiemmina. I might call attention, also, Senator, to another 

seetion. This is section 714, dealing with the small-defense-plant 
problem. It is on page 61 of the act. [Reading:] 
Whenever materials or supplies are allocated by law, a fair and equitable percent- 
age thereof shall be allocated to small plants unable to obtain the necessary 
materials or supplies from usual sources. Such pereentage shall be determined 
by the head of the lawful allocating authority after giving full consideration to 
the cleims presented by the Administration. 

So, I think, step by step, various amendments were added to the 
Defense Production Act which had the effect of making it virtually 
mandatory to allocate to the civilian economy. 

Senator Bennervr. Isn’t the net effect of the change that you pro- 
pose beneficial rather than harmful to small business, because isn’t it 
a burden to small business to have to go through the process of filing 
requests and keeping the records, a thing that is taken in its stride by 
a big business? I have had many complaints from the little fellow 
that the very process of trying to get materials now generally in good 
supply, but still requiring the allocation procedure, was a burden to 
them. That, it seems to me, i3 the thing that you are correcting by 
this change 

Mr. FLemnana. I would agree, Senator Bennett, with that. That, 
of course, is one of the reasons for advocating this particular approach. 
We feel the economy, generally, will benefit by lifting these detailed 
control regulations as far as they relate to and affect the entire civilian 
economy. 

Senator Bennett. A lot of work, and paperwork, and so on 

The CHarrRMAN. Just one moment. You are saying that if the 
Government needs 50 percent of aluminum—I will just use one item 
because it will apply to all—you are then going to allocate the other 
50 percent to the civilian needs. Is that correct? 

Mr. FLemmina. Senator, I am not taking a stand on any particular 
percentage, but I am relying rather heavily on the language I have 
suggested here where if, as a matter of fact, it is found that the alloca- 
tion for defense purposes does create a major dislocation which does 
create general hardship 

The CHairMan. You would naturally arrive at it on the basis of 
what defense activities were using. You would also take into 
consideration, of course, the production, the amount available. What 
you are saying is: If, after the Defense Establishment gets what they 
want, there is not sufficient available then for civilian use, without 
working a hardship upon them, you would want to allocate that 
material? 





sé 


+ “80 
Cape 


any 
here 
vely 
into 


they 


ther 
lant 


cent- 
sary 
Lined 
m to 


the 
all y 


pro- 
tif 
ling 
B by 
llow 
rood 
n to 
y by 


hat, 
ach. 
led 


Jian 


the 
tem 
ther 


ular 
ave 
OCa- 
loes 


s of 
into 
‘hat 
hey 
iout 
hat 


STANDBY ECONOMIC CONTROLS 1287 


Mr. FiemMine. That is correct, Mr. Chairman. 

The CuHarrMan. When you do that, you will have to have some 
system, and it will require some paperwork, because there is no other 
way to do it. 

Mr. Fiemmina. There is no doubt about that 

The CuarrMan. You will have to set up some formula to say to a 
user of aluminum —and I can think of any number of items—“If you 
were using 10,000 tons last year, and if there are only 5,000 tons 
available, you can only have 5,000 tons.” I don’t know how you 
can avoid a certain amount of paperwork. 

Mr. Fiemmina. Senator Capehart, as I understand Senator 
Bennett’s question, it was addressed to the type of situation where 
we do not find it necessary to allocate to the civilian economy, and 
his point was that it would grant relief. 

The Cuarrman. If it is not necessary to allocate a material, then 
God knows it should not be done. 

Mr. Fiemmine. Mr. Chairman, soon after the President’s state-of- 
the-Union message, it was determined that all outstanding tickets 
which had been issued under the current controlled materials plan 
would continue to be honored until June 30, 1953, but with the under- 
standing that, as steel mills, for example, had any additional space 
available, this could be utilized for their customers without any 
further reference to the Government. 

Recently, consistent with the President’s belief that material and 
product controls would be necessary with respect to defense priorities 
and scarce and critical items essential for our defense, a new control 
system has been designed in order to assure deliveries of enough 
steel, copper, and aluminum to programs of the Department of 
Defense and the Atomic Energy Commission. 

This new defense materials system is intended to govern materials 
distribution for defense after June 30. provided that the Congress 
agrees with the President that authority for this type of plan is 
essential, 

The National Production Authority has already issued the first 
instructions under this new system because of the long lead time 
required for placing orders for steel, copper, and aluminum. In brief, 
the new system will start out as a controlled materials plan limited to 
defense and AEC requirements. This will insure an orderly transition 
on June 30. As times goes on, we have every expectation that it will 
be possible to simplify the plan. 

Under this new system the quantities of steel, copper, and aluminum 
needed each quarter by the Department of Defense and the Atomic 
Energy Commission to meet their construction and production 
programs for defense will be determined. 

Kach producing unit in the three controlled materials industries 
will be told on a quarterly basis what its share of this defense require- 
ment is to be. 

The mills then will reserve the necessary portion of their total 
production for defense orders in accordance with National Production 
Authority directives. 

Defense contractors and subcontractors will be authorized to use 
program symbols to identify their orders for acceptance within the 
military space reservations at the mills 
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Similar authority in the form of preference ratings will be granted 
defense contractors for purchase of products and materials other than 
controlied materials needed to complete their defense production or 
construction schedules. 

Allotments previously issued for the third quarter of this year 
under the controlled materials plan for military and Atomic Energy 
Commission programs have been confirmed, but at the same time all 
allotments for civilian construction and production under the con- 
trolled materials plan have been canceled, except for nickel-bearing 
stainless steel. 

Senator MayBank. Do you have any idea when these statements 
will get down here? We have an Appropriations Committee meeting 
going on and I must attend. I certainly want to read vour statement. 

Mr. Kenpa.u. I will check on them. 

Mr. FLemmine. I will continue on. 

Senator MaysBank. They got all the allotments they asked for i 
the first quarter, the Atomic Energy Commission and the military? 

Mr. Fiemuine. Y es; after they were screened in the normal way. 

Senator MayBank. | just wanted to make that clear for the record 
again, because every time you and other representatives of your 
agency have come before this committee on the joint committee, you 
have always told us that the military and the Atomic Energy Com- 
mission have been allocated all they wanted, and then the other day 
General Van Fleet came to the Hill and said they didn’t get enough 
steel. I wanted to get that in the record, again. 

Mr. Ftemminc. My understanding is that your statement is a 
correct statement. 

Senator MayBank. Not my statement, but that of the committee. 
That was a joint committee report. Perhaps you saw it. 

Mr. FLemmine. Going to our next recommendation—we recom- 
mend that the authority to requisition and condemn personal and 
real property needed for the national defense be permitted to lapse. 

Such authority is of importance in time of mobilization when the 
property of every citizen must be available if needed for the defense 
of his country. 

During the current program this authority has been used just once 
and then only to clear up a clouded title rather than because of re- 
calcitrance or a wish to profiteer. 

Its major value has been of a psychological character in that the 
hoarding of scarce materials and general resistance to the requirements 
of a defense program are substantially discouraged by the existence 
of the authority to requisition. 

As the area of economic controls diminishes, however, and priorities 
are confined increasingly to military production, the problem of en- 
forcement is greatly simplified and the value of the authority to 
requisition is reduced. 

tf the test of necessity is applied to this particular authority, the 
result, in our judgment, is a conclusion that it is not needed at the 
present time and can appropriately be allowed to lapse. 

Senator Maysanxk. While you are on third quarter business, how 
much do you estimate the steel strike delayed the atomic energy 
plants? 

Mr. Fiemmina. Senator, I do not have an estimate on that. I 
would be glad to check into it and supply it either for you or for the 
record. 
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Senator MayBank. There was a shortage of steel at the time. 
Mr. FLtemminea. Again, | would have to check into that. 
Senator MaysBank. I ask that it be made a part of the record. 
The CuHarrMan. Without objection, it is so ordered. 
(The material referred to follows:) 
Aprit 3, 1953. 
Hon. Homer E. Capruart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 


Dear Senator Capenart: This letter is in reply to the request of the com- 
mittee in regard to effects of the steel strike on the AEC program. 

The steel industry shutdown in mid-1952 affected the AEC program both di- 
rectly and indirectly. Some of the effects were reduced by steel products secured 
from nonstruck mills mostly at premium costs. Nevertheless, other serious 
material setbacks could not be avoided. For example, structural steel for the 
main U 235 process building at Paducah was delayed 30 days. Certain major 
production units of the Savannah River plant suffered delayed deliveries of stain- 
less steel for direct use and fabrication of equipment. 

Still more serious impact was felt from shutdowns of various fabricators, espe- 
cially the 3%-month strike at American Bocomotive Co., Dunkirk, N. Y., which 
continued after the end of the general steel shutdown. This involved three AEC 
projects, at Paducah, Savannah River, and Idaho. 

The overlapping of these and other strikes, plus additional complicating factors, 
make it very difficult to separate out an estimate of the steel strike effects. Our 
weighted judgment would be that because of the steel strike about two-thirds of 
the AEC program in constructing new production plants suffered a delaying 
effect ranging from 30 to 45 days. 

Sincerely yours, 
Ravtpx 8. Trica, 
Acting Assistant Director for Production 

Senator LexmMan. How do you justify the commandeering, by the 
Government, of manpower, which would certainly be necessary in 
the case of an emergency, if you don’t give the Government the right 
to commandeer all property, including real and personal property? 
I hope that never would be invoked, but I don’t see how you can 
justify the one without the other. 

Mr. Fiemmrna. Senator, in the case of anything approaching all- 
out mobilization, 1 would be m complete agreement with you. But 
it is our feeling that as the area of economic controls diminishes, and 
priorities are confined increasingly to military production, the whole 
problem of enforcement is greatly simplified and the value of this 
authority to requisition is reduced. 

We feel that if the test of necessity, that is, during this partial 
mobilization program, is applied to this particular authority, the 
result is a conclusion that it is not needed at the present time and can 
appropriately be allowed to lapse. 

Senator Leaman. Of course, nothing is needed at the present time. 
The whole idea of this hearing, the whole idea of the proposed standby 
bill is to care for a situation which may engulf us, a very critical, 
dangerous situation, so that if you say that you think, in case of all- 
out mobilization, the right of Government to commandeer property 
should exist, then, I certainly don’t see any reason for taking it out 
of the bill which is calculated only to come into being in the event 
of a very, very drastic emergency. 

Mr. FLemmina. Senator, as I see it, we are discussing now what 
will be done with various sections of the Defense Production Act 
Some of these sections certainly will not be on anything that even 
looks like a standby basis. They will represent authority that can 
be used under certain conditions and circumstances. 
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Our philosophy is simply this: The necessity of this under present 
conditions having disappeared, it is a much more wholesome thing to 
let the authority lapse, take it off the books, and if we become involved 
in an all-out mobilization effort where authority of this kind is needed, 
there isn’t any question in my mind but that the Congress would 
respond quickly and promptly to a request for such authority. 

But I don’t think it is sound government to keep on the statute 
books an extraordinary authority of this kind when there isn’t any 
present necessity for it. Consequently, it seems to me it is much 
better to let it lapse. 

Senator Dovctas. This gets into a big issue, and partially ties in 
with the question that I raised before. I would like to invite your 
attention to section 202 of S. 753, page 12 of the print of that bill. It 
reads as follows: 

sefore initially invoking any authority granted by this title, the President, after 

consulting the National Advisory Council, by Executive order, shall find and de- 
clare that the exercise of any power conferred by this title is necessary in the in- 
terest of national security or economic stability. 
In other words, as Senator Capehart has repeatedly pointed out, and 
Senator Lehman has just reenforced, these titles are not to continue 
in effect during the immediate future. They are only to go into effect 
when the President finds that there is a general, urgent emergency. 
We now are coming to a very fundamental issue as to whether we 
should have the standby powers ready for the President to use or 
whether in wiping them completely off the books, we will need new 
action by the President before he can move. This, I think, is one of 
the most fundamental questions we have to deal with. 

Senator Maypank. And action by the Congress. It takes months. 

Senator Dovetas. Perhaps I am bringing up the issue prematurely. 

The CHarrMan, You recognize there may be an emergency in 
which that power would be needed. You say it has been on the 
books now since September 1950, and only has been used once? 

Mr. Fremmuinec. That is right. 

The Cuarrman. Do you think it might be wise to place it in the 
law, saying it could only be used in case of a third world war or with 
some definition that would insure its use only in case of a big emer- 
gency, or would you rather just have no legislation at all? 

Mr. Ftemmine, Senator Capehart, I appreciate, as Senator Douglas 
has pointed out, that my comments and observations on this, run to 
a very basic and fundamental issue. 

I would like, at this particular point, to confine my response Just 
to this particular authority to requisition, although I do recognize 
that it is a principle which runs through all of the proposals that are 
pending before this committee. 

The Cuarrman. Let me ask you this: The reason I feel I must ask 
this is because of the things we are doing at the moment to defend 
ourselves. We have a war in Korea. I listen constantly to the radio. 
They say we are trying to get our people to prepare under civil de- 
fense, which indicates that all are fearful of what might happen. 

If we do not give you this so-called standby authority, in this par- 
ticular thing, and then if we were attacked, would you have any 
authority to deal with it, until after Congress met and passed a law? 

Mr. Fiemmine. As far as this specific ‘authority is concerned, it is 
my understs anding it would be necessary for the Chief Executive to 
ask for authority from the Congress. 
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The Cuarrman. If, as the civil defense establishment is telling us 
over the television almost nightly and daily that New York City 
might be bombed, I think they pot out 43 other cities of the United 
States might be bombed, and they will bomb next October, wouldn't 
you immediately need such legislation? 

Mr. Fiemuina. It seems to me that it would be necessary for the 
President to ask for it. 

The CaarrMan. Wouldn't it be better for them to have it ready now 
rather than have to call Congress into session and get a delay? 

Mr. Fiemmina. It is our feeling that as far as an extraordinary 
power of this kind is concerned, if there is no necessity for it at the 
present time, it is better to let it lapse, and it is better then for the 
President and the Congress to work in a cooperative manner in deter 
mining when it is to be brought back into existence. 

Senator MayBank. That can’t be done in a hurry 

The Cuairman. It has been indicated that since September 4, 
1950, it has been used in one instance, which proves it hasn’t been 
needed up to the present time. I don’t think it is needed at the 
present time. ‘The thing we have to consider is, should we put it into 
the law in case of a quick emergency in which it might be badly needed. 
Kven though Congress could act fairly quickly, great damage might be 
done in that period of time in which Congress was not acting. 

You say you don’t need it. Of course, we in the Congress then will 
have to make up our minds whether we think you do or not. 

Mr. Fiemmina. I think your comments, Mr. Chairman, very 
definitely run to a judgment as to how quick the Congress can act in 
dealing with matters of this kind. As far as I am concerned, I have 
the feeling that Members of Congress are in a much better position 
to answer that question than someone who is not. 

The Cuarrman. You feel it is our responsibility, and our responsi- 
bilitv rather than yours? 

Mr. Fiemminea. That is correct. 

Senator Douetas. Would I be interfering with your development 
if | put in the record at this point the history of the similar bills in 
World War II and in the Korean war? I think my facts are correct 
This authority to requisition and condemn, as I remember it, was 
introduced in 1940 at the time of the first draft and renewed in 1941 
at the time of the second draft, to get a parallelism between the 
drafting of property and the drafting of men. 

But the general price control bills, as I get the history, was as of the 
Ist of August 1941, which was:over 4 months before Pearl Harbor. 
A general bill was introduced but was not passed until the 30th of 
January 1942, or almost 2 months after Pearl Harbor. There was 
not an effective law put into effect until the 28th of May 1942, or 
% months after Pearl Harbor. And during that time a great deal of 
damage was done. 

Now the question comes, would it not have been wiser if a standby 
bill had been passed so that immediately upon Pearl Harbor these 
powers could have been exercised? Congress certainly moved very 
slowly at that time in spite of the great emergency. If I may also 
put mto the record some of the history in dealing with the attack of 
the Communists on Korea. I believe it occurred on the 25th of June. 
lt was not until the Ist of September 1950, that the Senate passed a 
bill, which 1 week later, on the 8th of September, was signed by the 
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President; 68 days between the time of the attack and the time of 
the passage of the act by Congress; 75 days between the attack and 
the signing. There was a further delay, of course, in setting up an 
administrative agency. They had to start from scratch. 

I am informed that 34 men turned down the job of Administrator 
of the Economic Stabilization Agency. It was not until the 26th 
of January that a freeze was established, or 74% months after Pearl 
Harbor. Along with many members of this committee I sat on the 
Banking and Currency Committee when we were considering the 
bill. I can say we worked very hard, but we found that nearly every 
interest asked to be heard, and in a democracy you have to hear them. 
We had inevitable delays in getting a bill out on the floor. There 
was debate on the floor. The House was going through similar diffi- 
culties. Then we had the problem of conference. Although we were 
doing our best, we had these delays. 

During that time, this is what happened: Up until the Ist of 
September the prices of commodities traded in daily, the so-called 
spot market prices, went up 31 percent on imports, 19 percent on 
doriestic prices. Wholesale prices rose 7 percent, and the consumers’ 
index rose by 2% percent. But, since a lot of time was required to 
set up the agency, by the time OPS was in a position to put on a 
freeze, spot market prices were up < 59 percent on imports, 35 percent 
domestic ally, and wholesale prices were up 15 percent, the con 
sumers’ index had risen by 11 points, or 6% percent, and the horse had 
been stolen. 

It is such considerations as these that make some of us feel it 
would be to the benefit of the country if we had something on the 
books that the President and his administration, if they believed a 
grave emergency had occurred, could put into effect. 

I again want to point out that we don’t want to continue these 
controls during the present situation. That is a speech, perhaps, 
rather than a question. I hope you will forgive me. 

Mr. Fiemmina. Could I comment in this way: The discussion has 
moved as I suspected it might from this requisition authority over 
into the price and wage control area. 

The Cuarrman. Would you rather wait until you get to that title? 

Mr. Fiem™rina. I am going to deal with that and try to set forth 
the position of the administration on it. 

The CuHarrMan. We will try to take this up in an orderly fashion. 

Senator Bennetr. I have been trying for 15 minutes to ask | 
simple question. Ihave to leave myself ina minute. Iam taking you 
back to title I in order that there can be no misunderstanding before 
we get too far away from it. 

Do I understand that your approval of title I, as you propose it 
should be amended, carries approval of section- 104 for continued 
import controls on dairy products? 

Senator Dovetas. I thought you were a friend of his, Senator 
Bennett? 

Senator Bennerr. I am a friend of the record, Senator. 

Mr. Fiemmine. Mr. Chairman and members of the committee, 
may I say on that particular section, as one who has just been getting 
into the details of the Defense Production Act, I find it a little bit 
difficult to understand why that section is a part of a defense produc- 
tion act. 
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On the merits of it, as far as this administration is concerned, it 
seems the appropriate person to testify on that is the Secretary of 
Agriculture. 

The CuarrmMan. We will have him before us. 

Mr. Fiemmina. That is right. I um not an expert in that area. 
I would prefer if the committee would wait until it had the oppor- 
tunity of hearing from the Secretary of Agriculture. 

Senator Bennerr. Mr. Flemming, my reason for asking the ques- 
tion was not to put you on the spot, but to clear up any possible mis- 
understanding that your movement from title I te title II, with your 
statement that you would—I think you made such a statement 
approve title 1 with the amendments you suggested, carried by in- 
ference the approval of section 104. I wanted to get that perfectly 
clear. 

The CHarrMan. In my mind, that was not the intent. It stands 
out by itself, 

Mr. FLemmina. I appreciate it being cleared up. It is my under- 
standing the Secretary of Agriculture will testify on it. 

Senator Bennett. I wanted to make sure you were not approving 
it automatically by your statement. 

The Cuarrman. | think if everyone who wants to talk addresses 
the Chair, it will make for a more orderly procedure. Senator 
Lehman. 

Senator Leaman. Here again, Mr. Chairman, I think there is great 
confusion. We are discussing this bill as if it were a bill that we 
wanted to have become effective immediately. It is by no means 
that kind of a bill. 

The proposed bill definitely states that before the President can 
invoke any authority granted by the title, he must find and declare 
that the exercise of the power is in the interest of national security or 
economic stability. As 1 understand it, you want to take out certain 
things from this standby bill, and it is only a standby bill, not a con- 
tinuing bill. You want to take out certain thing on the theory that 
Congress, if necessary, can give the President the powers that are 
necessary. 

Under any circumstances, as we know them, action by the Congress 
is likely to be slow. We have had so many experiences going back 
many, many years where we know that action is slow. 

In the present circumstances, or in the circumstances that may 
occur in the case of an all-out war, the complication of the situation 
would be greatly increased. If we can believe the stories of the 
force of the atomic weapon that may be used against us, certainly the 
greatest unbelievable and undescribable dislocation would result both 
to the political, social, and economic life of the country. 

We haven’t any idea in the event of an atomic attack on Wash- 
ington or New York how many Members of Congress will be able 
to respond to a prompt call. We don’t know. 

Senator Doveras. I have been told they are going to offer a 
bounty on every Member of Congress who disappears. 

Senator Leaman. We don’t know that. The Congress might be 
completely paralyzed. In the case of Senators, if a Senator dies or 
is killed or is wiped out, the governor of the State can appoint his 
successor. That can’t be done in the case of Members of the House 
of Representatives where a special election is required. 
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So I would think it is the height of unwisdom if we don’t have 
standby legislation which can be invoked in case of necessity but 
cannot be invoked unless the President certifies to the emergency. 

Mr. Fiemmine. Mr. Chairman, | feel that I should point out, as 
you have noted, my comments are based, as I develop my testimony, 
on the provisions of the existing Defense Production Act, on each 
title of that act, rather than on any of the bills that are now pending 
before the committee. So when I suggest an amendment, it is an 
amendment to the Defense Production Act as it stands at the present 
time. 

The CHatrrMan. You understand that S. 753 for all practical 
purposes is simply an extension of the present act on a standby 
basis, never to be used unless there is a grave emergency. Proceed, 
Dr. Flemming. 

Mr. Ftemminc. Next, we recommend the authority to assist private 
enterprise in the expansion of productive capacity should be extended 
to June 50, 1954. ‘Title ILI of the Defense Production Act authorizes 
the Government to assist private enterprise in the construction and 
expansion of productive facilities which are important to the national 
de fe nse. 

Included are authorities to make loans and to guarantee loans in 
connection with the performance of Government contracts and the 
exploration, development, mining, and production of defense ma- 
terials. Authority is also given to make long-term purchase con- 
tracts and other arrangements which will permit increases in the 
supply of defense materials. 

These authorities have been extensively used and must be credited 
with a substantial part in the expansion of our productive capacity 
which has occurred during the last 24% years. 

It is partly through this expansion of capacity that we have achieved 
the substantial balance in supply and demand that allows us to throw 
off most of the economic controls on the economy at the present 
time. Here again, however, much remains to be done. 

Roughly, two-thirds of our industrial expansion goals have been 
80 percent or more subscribed. That is to say, private industry has 
agreed to undertake that much of the proposed expansion. 

At the same time, more than 10 percent of our goals are less than 
one-half subscribed. 

We have reached the area of selective expansion in materials pecul- 
iarly important to defense but not normally in great demand for the 
production of peacetime goods and services. 

Current programs of great importance in the area of raw materials 
supplies are intended to increase the production of nickel, cobalt, 
mica, and titanium. Progress in these areas has been slow and 
difficult, but they are of such great importance that we must leave no 
stones unturned in our efforts to increase the available supply. 

We believe that the authority presently provided in this title will, 
in cooperation with programs of the Defense Department and other 
agencies of the Government involving research, development, con- 
struction, specialized production, and stockpilmg, make possible the 
completion of our industrial base for war mobilization. There is no 
more important responsibility on the Federal Government today than 
the completion of this mobilization base. 
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Most of the powers granted by title III are financed by the 
authority to borrow $2.1 billion from the Treasury. 

Provision is made in the act for computing the Government’s 
obligations on the basis of probable ultimate net cost after completion 
of the expansion program. 

Senator Maysanx. How much of that money has been borrowed? 
We had quite an issue when we put that amount in. 

The CHarrMan. If the Senator will hold his question until he has 
read about another half a page, [ have a lot of records I want to talk 
about m respect to that. 

Senator MaysBank. If you will put that in the record, it will be all 
right. 

The Cuatrman. Why don’t you finish your recommendations on 
this particular title, and then we will have some questions? 

Mr. Fiemminea. Present estimates indicate a substanfial balance in 
this fund after payment of all costs and, as a result, we are not asking 
for an increase in the gross authority for the next fiscal year. 

Only one change is recommended in the provisions of title III, and 
that is that the authority to make long-term contracts for periods up 
to June 30, 1962, be amended to authorize contracts extending 1 addi- 
tional year, until June 30, 1936. 

In connection with this title, I desire to stress the fact that as a 
part of our reorganization plans we intend to center responsibility for 
following through on the entire program in one person immediately 
under the Director of the Office of Defense Mobilization. We intend 
to provide this person with a very high-grade review committee. 

This review process will apply not only to new proposals but also 
to any proposals that are now in the process of being executed but 
where the Government has not yet made a final commitment 

The CuarrmMan. Now, Mr. Flemming, I would like to get you 
opinion on one other feature of this particular title. 1 would like to 
place in the record at this time the contracts that the Government 
have entered into this title under three categories: What might be 
called metals, minerals; another is machine tools; and the third is the 
aluminum program. These three reports that I hold in my hand, 
which I shall place in the record, if there is no objection, give the name 
of the contractor with whom these contracts were made, the dollar 
value of the contracts, the amount that has been delivered up to date, 
the undelibered portions, and the full and complete story of this whole 
program. 
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Aluminum program 
[Short tons] 


| Expanded| Term of 
Contractor ! Date produc- Price 2 contract Location of facilities 
tion ! | to— 3 
(1) (2) (3) (4) (5) | (6) 


Aluminum Company of | Dec. 19, 1950 600,000 | Market.| July 1,1058 | Point Comfort, Tex 


America | Wenatchee, Wash.: 
Ark. 
Do Oct. 19, 1950 424, 000 do June 30,1959 | Sandow, Tex.; Mobile, 


Ala.; Dominican Re- 
public of Surinam, 

Reynolds Metals Co Dec. 19, 1950 500, 000 do July 1,1958 | Jones Mills, Ark.; Trout- 
dale, Oreg.; Corpus 
Christi, Tex. 


Do Sept. 26, 1951 | 4 100, 000 do Sept. 26,1957 | Longview, Wash.; Hur- 
ricane Creek, Ark. 
Do.! Oct. 11, 1951 300, 000 do June 30,1959 | Corpus Christi, Tex.; 
Arkadelphia, Ark. 
Kaiser Aluminum and | Nov. 6, 1951 500, 000 do June 30,1959 | New Orleans, La.; Ja- 
Chemical Co. maica, British West 
| Indies 
Do.* Mar. 31, 1952 30, 000 do July 3,1953 | New Orleans, La. 
Do Oct. 3,1951 | 7 100, 000 do June 30,1959 | Spokane, Wash 
Do Dec. 19, 1950 500, 000 do July 1,1958}, Corpus Christi, Tex.; 
| Houston, Tex. 
Do : ...| Feb. 14,1952 | *41,000 |__.do Aug. 31,1957 | Tacoma, Wash. 


1 Government generally guarantees disposition of additional production, but is not necessarily obligated 
to purchase exact quantities shown in this column (3) or footnotes. In addition, some contracts contain 
provisions for termination payments too complex for tabular presentation. 

2 The usual price provision is for the contractor’s published price, with the proviso that it shall not exceed 
the lowest published price of either of contractor’s major competitors, or, in some instances, the weighted 
average of their published prices 

* The term of the contracts may be abridged by exercise of termination provisions, 

¢ Terminahle at Government’s option after production of 80,000 short tons. 

§' And Reynolds Reduction Co 

* Contract supplements contract of Nov. 6, 1951, to cover additional production obtained by purchased 
electric | ower prior to completion of contractor’s plant 

1 Terminable at Government's option after production of 80,000 short tons. 

* Terminable at Government’s option after production of 36,900 short tons. 


Note.—The foregoing excludes contracts subsidized by payment of excess power costs and others which do 
mot appear to obligate the Government to purchase aluminum. 


The Cuatrman. I would like to ask that you have prepared, and 
it might go into the record at this time, a list of the contracts at the 
moment under consideration with the same information that these 
documents that I have, contain therein. 

(The material referred to follows:) 

Active cases under negotiation (exclusive of applications pend- 
ing investigative recommendation) 





Contractor and location Commodity 
on eniiansianinananciiaia jini —— enamel aoe semiaipettnpantiniphininels 
Banner Mining Co. (Mineral Hill mine) Arizona Copper. 
Cassiar Asbestos Corp., Toronto, Ontario, Canada Asbestos. 


Chief Consolidated Mining Co., Salt Lake City, | Lead zinc. 
Utah (mineral development). 


Cramet, Inc., Chicago, Ml Titanium, 


Falconbridge Nickel Mines, Ltd., Toronto, Ontario, | Nickel. 
Canada 
Jacquays Mining Corp., Phoenix, Ariz Asbestos. 
Molybi jenum Corporation of America, New York, Molybdenum. 
N 
Molybdenite Corporation of America, Montreal, | Bismuth;molybdenite. 
Canada. 
National Lead Co., New York, N. Y Brookite, 
Titanium Metals © orporation of America, ‘Hender- | Titanium. 
son, Nev. 
Washo PR tines Sock own ea sass Rn Nickel. 
United States Tin Corp. (amendment) Alaska..__- Tin; tungsten, 
Spot purchases for resale to stockpile: 
American Lumber Co., French Guiana........_- Colum bite-tantalite. 
Northern Rhodesian Power Corp ty | Copper. 
Mexican manganese program .| Manganese. 
Copper Creek Consolidated Mining, Tucson, Copper. 
Ariz, 
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The CuarrMan,. The question I want to ask you is this: Authorized 
by law, you understand, so there is no misunderstanding on that, the 
Government has entered into contracts and agreed that they will 
purchase X millions or billions of dollars’ worth of machine tools, 
minerals and metals, and aluminum, possibly other things. That, 
if the people with whom they entered into the contract are unable to 
sell them in the open market at a specific price, then the Government, 
of course, will take delivery and pay that specific price. 

The question is, should we not amend this title, so that if the 
Government must make good on any of these contracts, and personally 
I don’t think they will have to, but they might, stating what the Gov- 
ernment is going to do with these materials and machine tools and 
aluminum, they will reimburse this particular agency that has been 
charged; in other words, that seems to be an open end on this law. 

For example, if you had to make good tomorrow on, let’s say, $10 
million worth of copper, what would you do with the copper, what 
Government agency would take charge of that? My recommenda- 
tion is that it be put in the stockpile. But I understand that it 
requires law to do that. Of course, that means an amendment to this 
particular title we are discussing. 

If you don’t care to discuss it today, and would like to Wait until 
this afternoon, because I can see now we are going to be here this 
afternoon, or if you want to come up before we close the hearings 
and discuss it at that time when vou have had an opportunity to 
think about it, it is all right 

Mr. Fiemmina. | would like to take advantage of that opportunity. 
This is an area we have been spending a great deal of time on and 
discussing, and the very problem that you have put your finger on 
is one that has given us some real concern. 

The CuarrMan. That is a weakness of the law and not a weakness 
on your part or anybody else who has had anything to do with the 
agency. 

Mr. Fiemmina. I know the members of the Defense Mobilization 
Board have been concerned about it, and we have had a number of 
discussions in connection with it. Mr. Vance has been spending a 
good deal of time going into this problem. I do not know whether 
he wants to comment on it at this point or not. 

Mr. Vancr. Whatever you prefer, Senator. 

The CuarrmMan. Would you rather do it now or come back later, 
or maybe file a written statement as to how you think it ought to 
be handled? At the moment the only thing I can think of as to a 
way to handle it is to turn it over to the stockpile. 

Mr. Vance. Maybe a few general comments at this time might 
clear it up. Under this borrowing authority, as stated in the quarterly 
report to Congress, the total of executed contracts as of December 31 
was $5,450 million. I have and will give you a list of those contracts, 
classified by major items. 

The CuarrMan, I have them here. (See p. 1296.) 

Mr. Vance. The largest single item is machine tools, for which 
contracts were executed to $1,400 million. Those were machine 
orders placed with machine-tool builders for definitive orders to come 
in later as they finally solved their specific needs. 

All of the pool authorization as represented by this $1,400 million 
has been covered by definitive orders subsequently received by the 
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machine-tool makers except $80 million. That is all that is left out 
of the $1,400 million that has not already been covered. 

The CuarrmMan. My best judgment is these will be covered, but 
the point is if they are not covered, what will we do with the $80 
million? 

Mr. Vance. The maximum exposure at this time is $80 million. 
Each week that goes on there is further coverage. The probability 
of loss out of this $1,400 million total commitment I would say at 
the present time is maybe $20 million at the outside, for which you 
get some value in the tools themselves. 

The Cuatrman. My judgment is, it is not that high. 

Mr. Vance. It probably is not. The next largest item is $654 
million for rubber. That was the purchase and resale of natural 
rubber during the period when the Government was the only pur- 
chaser of natural rubber. As you know, natural rubber has been 
restored to its normal market. The purchases by the Government 
have been covered by resale without loss. That $654 million has 
been liquidated without loss. 

The next biggest item on the list is copper, $773 million. The 
purchase of copper is for the purpose of expanding the production of 
copper. Should the Government have to take delivery on these pur- 
chases, and should it be unwise to offer that copper on the market, on 
the free market, there is a substantial deficit in copper in the stockpile. 

It is my understanding that at the present time such copper, taken 
on purchases, could be transferred to the stockpile by an authority, 
but it would have to be done at the then current market price, which 
might be less— 

Senator Maysank. But you have the authority to do it? 

Mr. Vance. I understand that. 

Senator MayBank, I understood you didn’t. 

The CuarrMan. My best judgment is that you have no authority 
to make the 

Mr. Vance. If there is money in the stockpile, which I understand 
there is at the present time 

The Cuarrman. Let’s get it clear. It is my understanding that 
there is no way you can make the stockpile take it at the moment if 
they didn’t want to take it under law. 

Mr. Vance. I would say that is correct. 

The CuarrmMan. Here is the problem. On machine tools, I think, 
it is very simple. But on minerals your contracts run for 10 years. 
We are thinking now what might happen in 1960, 1961, and 1962. 
The question is, if we are going to do anything on this, or should 
anything be done on it, it must be done in this title. The only way I 
can see to do it is to amend the title, saying, ‘If the Government must 
make good on any of these contracts, it must be turned over to the 
stockpile; they must accept it and account for it.” 

Senator Maysank. That was my point. Your suggestion is that 
the stockpile be required to take it under those conditions. 

The Cuarrman. As it stands at the moment, they wouldn’t need 
to take it if they didn’t want to. 

Senator MaysBank. I didn’t mean to convey that impression. I 
said that it could be done. 
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The CHarrMan. That may be a better method of handling it, 
rather than the stockpile; if so, let’s have it. Otherwise, when we 
write up the bill we will have to make some disposition of the matter. 
Otherwise, it is the open end and it is a weakness of the law 

Mr. Vance. We may come up with a recommendation later on. | 
don’t think, as a matter of principle, the stockpile should be required 
to take materials it doesn’t need. 

The CHarrMan. | think we are going to have to write it into the 
law, and I think that somebody will have to take it. I have placed 
these documents in the record. (See p. 1296.) 

Senator Dovetas. I would like to reserve the right to ask Dr. 
Fleming or Mr. Vance, in executive session afterwards, some questions 
about stockpiling. I don’t want to ask them in public session because 
I think this is highly confidential material. I think perhaps a great 
many others are concerend that we have an adequate stockpile of these 
crucial items if trouble should break out. We were caught in World 
War II with inadequate stockpiles of critical materials. In view of 
the fact that we are so dependent on overseas sources of supply for 
rubber and tin, and partially of copper and manganese, just as one 
citizen I want humbly to urge that we take no chances on this matter. 
I don’t want to ask any questions that will require informative 
answers. 

Senator Maysank. While we are on this subject, 1 want to ask two 
questions. I want to ask about these tax amortization matters. Do 
you think we will need them after June 30? 

Mr. FLemmina. In my judgment, we will. 

Senator MayBank. How do you plan to certify them after the 
termination of the Defense Production Act? Do you have some 
statement on that or are you going to go along the way you have been 
going? 

Mr. Ftemmina. The expectation would be that, from a procedural 
point of view, they would be handled substantially the way they have 
been up to now. That is based, of course, on the assumption there 
will be a Defense Production Act. 

Senator MayBank. Based on that assumption, | am going to put 
in the record a report on tax amortization applications. I will make 
it a part of the record at this point. 

The CuarrMan. It will be inserted in the record at this point 

(The material referred to follows:) 
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Defense Production Administration, Office of Construction and Resources Expansion, 
report on tax amortization applications as of period ending Mar. 11, 1953 in 


Cumulative to date ha 


’ - er : Ac 








Item Summary ; , es _ | Dollars(in | p,. 
Number | Percentage thousands) | Percentage 
(a) (b) (c) | (d) M 
1 | Total filed 24, 829 100.0 | 36, 361, 887 100.0 * 
2 | ‘lytal processed 23, 522 04.7 34, 112, 309 | 93.8 
3 | Total pending 1, 307 5.3 2, 249, 578 6.2 
Current week Cumulative to date 
nalvtical breakdo ’ ( | oliare 0) 
Analytical breakdown Number | Dollars (in Sie Dollars (in 
thousands) thousands) to 
(e (f) (g (h) be 
” u . ‘ ” m 
4 | Total filed 198 161, 209 24, 829 36, 361, 887 al 
Total processed 
Certificates outstanding 
5 Number and amount applied for 170 231, 470 16, 046 26, 517, 886 } 
f Amount certified 228, 124 25, 491, 376 » 
7 Percentage amortized 58 61 ve 
8 A mount amortized 132, 864 15, 571, 215 . 
Certificates canceled al 
9 Number and amount applied for 7 20, 835 128 368, 802 
10 Amount certified 20, 587 359, 764 
1] Amount amortized , 10, 391 183, 014 th 
12 Certificates denied 71 09, 776 6, 771 5, 529, 482 
13 Applications withdrawn 7 35, 308 577 1, 696, 139 le 
14 Subtotal processed (items 5 through | d 
13 255 387, 3 23, 522 | 34, 112, 309 
Total pending | it 
15 In process 1, 251 | 2, 189, 540 
16 In transit pendenees 56 60, 038 Ww 
a ~— — -—_—___-—_—. oC 
Subtotal pending (items 15 through | 
16 1, 307 2, 249, 578 fi 
— : — te 
BREAKDOWN FROM OCT. 1, 1952, THROUGH FEB. 25, 1953 ti 
‘os ; Pending, 
Month Received | Processed Num ber — — end of 
P month ti 
pease: ’ ree fee SA) a 4: OF ul 
Thousands 
October 392 592 352 $430, 689 1, 835 0 
November 519 571 424 | 550, 674 1, 783 
December 389 402 275 330, 932 1,770 
January 328 647 496 499, 665 1, 451 n 
February 344 467 400 583, 137 1,331 g 
Total 1,972 2, 676 1, 947 2, 395, 097 t 
: nas hae = gcalbidanaa amenities . no 0 
SPECIAL ANALYSIS OF CASES CERTIFIED g 
Small business | Other } Total t 
Month _— ae ant = —— re eee ee t 
Number} Amount Number Amount |Number| Amount 
— _ —— _ ——___—— - —$——_— SS Se ———— C 
Thousands Thousands Thousands 
October 121 | $163,775 231 | $266, 914 352 | $430, 689 I 
November — 151 50, 480 | 273 500, 194 424 | 550, 674 
December 5 132 | 16, 394 | 143 314, 538 275 | 330, 932 I 
January 221 | 139, 474 275 | 360, 191 496 | 499, 665 
February 191 57, 704 209 525, 433 400 | 583, 137 uv 
Total 816 427, 827 1,131 1, 967, 270 1, 947 2, 395, 097 
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Senator Mayspank. Have you had much association with the RFC 
in connection with the loans? 

Mr. Fiemmina. No. That was handled originally because they 
have to come out of the revolving fund, by the Defense Production 
Administration. 

Senator Maysank. Who has that authority now? 

Mr. FLemmina. It has been transferred now to the Office of Defense 
Mobilization. 

Senator MayBpank. You have it now? 

Mr. Ftemmina. Yes. So far, we have not had many contacts on it. 

The CuarrMan. Have you finished with this title? 

Mr. FiemmMina. Yes. 

The CuarrMan. | believe you are in a position to furnish to the 
committee, and for the record, I know you do not have it with you 
today, but in the previous title you recommend that the President 
be given the authority to ration scarce materials if and when the 
materials are available after the Defense Establishment has received 
all they need, those that might work a hardship upon our economy. 

What we would like to have, I believe you can supply it, I don’t 
believe it is classified, is a percentage of major critical materials that 
you anticipate might be used in case of small emergencies and an 
all-out war. 

For example, what we would like to know—I am sure you have 
those plans—if we got into an all-out war, what percentage of the, 
let’s say, copper, zinc, lead, lumber, and other things that the national 
defense would re quire. 

The reason we want that and the reason I think we need it is that 
it will have a great bearing upon our ultimate decision here as to 
whether we should give you the authority to ration under those cir- 
cumstances that you are asking, and then whether we ought not to go 
further than you are recommending and say that those scarce ma- 
terials under those conditions ought not to have their prices con- | 
trolled. Is it clear what I am saying? 

Mr. Fiemmina. Yes, I will be very glad to do that. 

The CuarrMan. For example, if your plans in an all-out war only 
took, say, 20 percent of the steel, we certainly have sufficient steel, 
in my opinion, that we would not need to ration or control the price 
of the other 80 percent of it because our production is so big. 

If this record you are going to furnish would indic vate that you 
might need 40 percent of ‘the steel, then I think we would have to 
give real consideration to authority to ration it, and also to control 
the price. If the record shows that you might be using 90 percent 
of a certain item, then I think it would be indicative that we should 
give you the authority to ration it and control the price. I am not 
talking about it at the moment, but at the time when you are using 
that amount. Is it possible to furnish that? 

Mr. Fiemmina. We will be glad to go to work on the preparation 
of an exhibit. 

The Cuarrman. I think Mr. Vance has all that information now 
because I think it is part and parcel of the plan that he and his com- 
mittee have been working on in connection with standby facilities 
and standby machine tools, and so forth. 

I believe that maybe there is one portion of this whole business 
that we are overlooking, and that is what we are going to do with 
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our economy in thinking of prices, wages, and rents in the case of a u 
big war. I think we are tying it up as best we can on defense produc- it 
tion, on standby planes and tanks. I think we have tied it up as best tl 
we can as far as manpower is concerned. We have the draft. I think rt 
we are doing the best we can at the moment in civil defense, trying t] 


to educate our people as to what to do under certain conditions. 

But it seems to me the void or blank here is, what will we do again, ¢ 
if anything, in regard to the civilian economy, in case the time arrives ( 
when we must use a great percentage of our national products and d 
these individual items for an all-out war. That is the one open end, 


as I see it at the moment. f 
I know briefly of Mr. Vance’s plan on standby facilities, machine 9 
tools, which I think is generally known by the press and others. I ' 


am a great believer in them. I hope before this Congress adjourns, 
we do something about it and get it into being. 

With that, and these other things, if we can decide what we ought 
to do when this emergency hits on this matter of so-called economic \ 
controls, I think we will have the matter pretty well handled. If 
you will give us that, I think it will be helpful in our conclusions. 

You may proceed then, Dr. Flemming. | 

Mr. Ftemmina. I am proceeding now to our recommendation on 
price and wage controls. 

The CHarrMAN. Just one moment. Also, if you can, include in 
this report productive capacity, which is just as important, of course, 
as what we might be turning out at the moment, because we can 
increase the production on these different items. That is just as 
important as having production at the moment. 

In other words, the record might well show that our present produc- 
tion, plus our ability to increase it, if necessary, would give the 
civilian population more goods, would it not? It would reduce the | 
percentage that might well be allocated to them, or increase the per- | 
centage and reduce the percentage that might go to the armed services. 

(The information referred to follows:) 


—— - 


STATEMENT CONCERNING Minitrary AND Atomic ENERGY COMMISSION USAGE 
or CERTAIN STRATEGIC MATERIALS 
Steel products 

It is estimated that military and AEC programs in fiscal 1954 will take approxi- 
mately 12 percent of the total United States supply of such products. 

In time of war the same programs would be expected to take more than half 
of total supply. To this there would be added a war-supporting factor of trans- 
portation and industrial equipinent which would further decrease civilian avail- 
abilities. Full controls would be essential. 

Cop pe Tr produc {s 

It is estimated that military and AEC requirements for these products (in 
terms of contained copper) during fiscal 1954 will be approximately 23 percent 
of total United States supply. 

Wartime requirements for copper would be 2 or 3 times as great. as those of the 
current defense program and would require drastic curtailment of civilian usage. 
Aluminum ingot 

Military and AEC requirements for aluminum are expected to approximate 
22 percent of total United States supply in fiscal 1954. 

Wartime requirements for aluminum are estimated on such a high level that 
the material is being stockpiled despite the fact that we produce virtually all 
our supply within our own borders. Civilian usage of aluminum in time of war 
would necessarily be reduced to a stringent minimum, far below normal usage. 
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Many materials are being stockpiled because we are dependent for our supply 
upon foreign sources that might not be available in war. As to all such materials 
it is clear that estimated wartime requirements are, in total, expected to exceed 
the then current supply. It follows that civilian usage of all those strategic and 
critical materials must be expected to be limited in greater or lesser degree by 
the requirements for war. The fiscal 1954 estimated requirements for a few of 
the more important of those materials are as follows: 


Percent | Percent 
Cobalt 35 | Nickel 16 
Columbite 37 | Tantalite 42 
Molybdenum 22 Tungsten 33 


Mr. Ftemminc. Mr. Chairman, on our recommendation on price 
and wage controls, | am wondering if I could ask for permission to 
go right straight through that particular item, because | feel that 
certain parts of it are tied together. 

The CuarrMan. Did we get copies of your statement yet? 

Mr. Fiemmine. No. 

The Cuarrman. Then we will permit Dr. Flemming to go through 
with his proposals on price, wage, and rent. 

Mr. Fiemmine. Price and rent at the moment 

The CuarrMan. Through his full statement on prices and wages 
before we ask any questions. 

Senator Busu. How long a statement is that? 

Mr. Fiemmina. Not very long. 

Senator Busu. 3 or 4 pages? 

Mr. Fiemmine. It is 3 pages. It won’t take very long. Immedi- 
ately following that, Mr. Chairman, if I might, I would like to ask 
Mr. Brownlee to comment on the question you have addressed to me 
relative to the price control on your scarce materials, the materials 
that are allocated. 

The CHarrRMAN. Without objection, you may proceed to read your 
proposals on price and wage controls, and we will withhold our 
questions until you have finished. 

Mr. Ftemminc. We recommend that authority to impose price 
and wage controls should be permitted to lapse and we also believe 
that it would be unwise to attempt at this time to enact a detailed 
standby price- and wage-control law. 

The President stated in his state of the Union message that he 
would not ask for an extension of the authority to use direct controls 
over the economy for the purpose of price and wage stabilization. 

We do not favor the enactment of a detailed law providing for 
standby price and wage controls. 

It is our feeling that it is impossible to anticipate the kind of a 
situation with which we might be confronted in the event of an all- 
out emergency. 

As a result we believe that any law that might be enacted at the 
present time might prove to be impractical in that it might not be 
responsive to the actual conditions existing at the time of the emer- 
geney. 

We would also like to comment on the proposal pending before this 
committee which would give authority to the President to impose a 
90-day freeze on prices and wages with the understanding that during 
this period, the Congress would enact a detailed bill providing for 
wage and price controls. 
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This proposal rests back on the assumption that it would not be 
possible for Congress to enact rapidly enough a law which would freeze 
prices and wages pending the enactment of more detailed legislation. 

It is our feeling that the Congress is in the best position to determine 
whether or not this is a valid assumption. 

Consistent with the President’s desires to free the economy of 
controls we hope that the Congress will decide that, in the event of an 
emergency situation, it could move rapidly enough in providing au- 
thority for a freeze to deal with the problem in an adequate manner. 

If, however, the Congress should arrive at the contrary conclusion, 
I am authorized to state that a bill containing a provision granting 
authority to the President to impose a freeze on prices and wages 
would be acceptable. 

We do believe, however, that the Federal Government must keep 
itself in a position where it could act promptly and effectively if an 
emergency situation should develop. 

In World War I, World War II, and the war in Korea, we have 
been forced to learn a great deal about inflation and methods of 
combating it. A failure to profit by these experiences would be 
unpardonable. 

If we are to avoid mistakes and delays of the past, we must develop 
plans before we are in an emergency. Although we all hope that we 
may never have to put these plans into operation, we must not fail 
to have them ready. 

In the stabilization field, as in war production, manpower, and civil 
defense, a planning group must be set up. It should not be a large 
staff. It should operate under deadline dates. When these dates 
are met, only a very few people will be needed to keep the plans 
current. 

The planning staff should include people with experience in living 
under controls, and part of the emphasis of the staff should be on 
developing less burdensome and more effective controls. 

The staff should prepare operating plans, including legislation, for 
price, wage, and rent controls and consumer rationing. It should 
chart the organization necessary to carry out these programs and 
prepare a panel to staff this organization. It should give major 
consideration to indirect control methods in order to minimize the 
use of direct controls. 

We would hope that in the development of such plans, it might be 
possible for us to work cooperatively with this committee, as well as 
with the House Banking and Currency Committee or with the Joint 
Committee on Defense Production. 

In other words, whether we have standby freeze authority or not, 
a major responsibility rests with the executive branch to develop on 
a cooperative basis with the legislative branch the kind of plans that, 
when put into effect, will deal adequately and promptly with an emer- 
gency situation, should one arise. 

The CuarrmMan. Mr. Flemming, what you are saying is that we 
should do everything we have been advocating on controls, but we 
have no legislation to do it. 

Mr. FLemmine. What we are saying, first of all, in relation to the 
detailed standby-control law, in our judgment it would be better not 
to place such a law on the statute books. 
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The CuatrMaNn. That is the point. I am not quarreling with you 
now at all, because if I understand your statement correctly, you are 
advocating exactly what I have been advocating, and that is, we ought 
to get prepared and know what we are going to do if a big emergency 
arises; is that correct? 

Mr. Fiemmina. That is correct. 

The Cuarrman. And that the executive branch, in conjunction with 
the legislative, ought to get together and work this out; is that correct? 

Mr. Fitemmina. That is correct. 

The CuarrMANn. You, likewise, feel that the responsibility of a 90- 
day freeze, or some such legislation, is that of the Congress and not of 
the President? 

Mr. Fiemmina. That is correct. 

The CHarrMAN. You are not going to take the position that if 
thinks—in other words, you are not going to tell Congress they don’t 
know their business. They can act and do these things which you 
think ought to be done, is that right? 

Mr. FLemmine. That is right. May I repeat my direct testimony? 
If the Congress should arrive at a contrary conclusion, relative to the 
90-day freeze, I am authorized to state that a bill containing a pro- 
vision granting authority to the President to impose a freeze on prices 
and wages would be acceptable. 

The CuarrmMan. You have also said in your statement, if Congress 
does not go about it, the executive will still continue to do whatever it 
can to prepare this Nation for a big emergency, is that correct? 

Mr. Ftemmine. That is correct, “working i in close cooperation with 
the Congress. 

The Cuarrman. As close as you can, in the absence of any legisla- 
tion? . 

Mr. Fiemmina. That is correct. 

The CuarrmMan. Then, you agree with us. I think you agree with 
what we are trying to do here, except that you question the advisa- 
bility of a de tailed law at the moment? 

Mr. FLtemminea. That is right. We do not favor a detailed law at 
the moment, but we do favor—— 

The CHarrMAN. I presume one reason for that being that you, 
being a new administration with new officials, would like the oppor- 
tunity to study the virtues and the mistakes that have been made in 
the past, before making any positive recommendations; is that correct? 
Is that one reason for it? 

Mr. FLtemmina. We would certainly like that opportunity. But, 
as far as the detail standby law is concerned, we do not favor that in 
principle. 

The CHarrMan. You do not at the moment? But you do favor 
doing everything that the standby bill would authorize you to do, 
but you want to do it without any legislation? 

Mr. Fiemmina. That is correct, working coope ratively with the 
Congress, and be prepared to put before the C ongress, the results of 
that type of work. 

The Cuarrman. I have no quarrel with you, except I just don’t 
understand you. I don’t understand, where you are in favor of doing 
something, you don’t want to tell the Congress of the United States 
that you are. You also say that you are going to do it, whether we 
give you legislation or not. 
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I agree with you, in all fairness, and I appreciate your statement, 
I appreciate your position. I think I understand your thinking, 
and possibly if I were in your position I would, likewise, take the posi- 
tion that it is the responsibility of the Congress, and they, and they 
alone, have the authority to do it. 

1 would further take the position, I think, that it is their responsi- 
bility and their authority, and if they don’t accept that responsi- 
bility and authority and get into a big emergency, get into a chaotic 
condition in this country, I would put it right back in Congress’ lap. 
That is what I would do, and I think that is what you are doing. 

Mr. Fiemmine. I might say, Senator, in the light of my recom- 
mendation, I think we would have to share that with you, because I 
am proposing that it be put on a cooperative basis. 

Senator Busu. Specifically, this would seem to make S. 753 un- 
acceptable, so to speak. At least, you don’t agree with that bill? 

Mr. FLtemmineG. The price and wage control feature of it. 

Senator Busu. But the other bill, S. 1081, the general idea of that 
is what you call acceptable, in that it gives the President the right to 
freeze prices and wages for a period of 90 days? 

Mr. Fiemmrine. I said there, and I would like to restate my posi- 
tion, that that type of bill depends on judgment, as to how quickly 
the Congress can act in the event of an emergency. I did say that, 
in line with the President’s overall desire to free the economy of con- 
trols, we hope—it is a very sincere hope—that the Congress will de- 
cide that, in the event of an emergency, it could move rapidly enough 
in applying authority for a freeze, in order to deal with the problem in 
an adequate manner, 

But if the Congress should arrive at a contrary conclusion, a pro- 
vision granting authority to the President to impose a freeze on prices 
and wages would be acceptable. 

The CHarrman. Let me ask you this question: Is it your opinion 
that, if Congress failed to act with the speed which some people think 
they can, and you did not get authority to do these things in case of a 
big emergency, it would be very disastrous to the country? 

Mr. Fiemmina. Yes, I think I ought to say that our judgment is, 
when we talk about moving expeditiously, for example, on a bill to 
impose a freeze, we are thinking in terms of 10 days, approximately, 
and thinking in terms, also, of a willingness to use a base date which 
would predate the beginning of the consideration of the problem by 
the Congress. 

The CHarrman. You think that, if this big emergency we are 
thinking about strikes, such as a Pearl Harbor, that you have even 
10 days to act upon these matters? 

Mr. Fiemmrina. I still say that, if the Congress, on the price and 
wage side, could act to give authority to impose a freeze within a 
period of 10 days, and would use a base date which predated the 
beginning of the discussion, we could avoid disaster. 

The Cuarrman. What you have said to me, the way I understand 
your statement to read, and I think it is true, that even though 
Congress doesn’t do anything about it, you, the executive, are going 
to do everything you can to prepare this Nation for such an emergency? 

Mr. Ftemminea. You are absolutely right about that, Senator. 

The Cuarrman. I think you have put it right straight up to the 
Congress of the United States. 
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Mr. Fiemmine. We are very conscious of the importance and 
seriousness of the problem, as far as the Nation is concerned; and we 
do feel that an office, such as the Office of Defense Mobilization, 
particularly if it shares some of the responsibilities under the statute 
creating the National Security Resources Board, has a very serious 
and important obligation resting upon it, to do just what I have 
outlined. 

The CHarrMan, You are not confused, as many of the witnesses 
we have had before this committee have been. You know we are 
talking only about using these controls in the case of a big emergency. 
You thoroughly understand that, don’t you? 

Mr. Fiemmina. Certainly; absolutely. 

The CHarrMaAN. Everyone in the administration understands that? 
There is not a single person on this committee who is advocating a 
continuation of controls at the moment. We are only talking about 
the case of a big emergency. ‘There is no misunderstanding on that? 

Mr. Fiemmina. That has been my understanding all along the line, 
that you are not asking for a continuation of these price and wage 
controls, by any means, but it is simply a question of what is the best 
method to get ready for an emergency, which we hope will not occur. 

Senator LeHMan. May I make one observation? I thank Dr. 
Flemming for his very fine statement and valuable statement. I just 
want to make two brief observations. Very obviously, Dr. Flemming 
does not share my sense of urgency. Second, I don’t think that Dr. 
Flemming realizes, even under normal conditions, the many delays 
and difficulties that are inherent in out legislative processes. 1 think 
we might subject ourselves to the greatest risks, the greatest dangers 
if we didn’t (a) give the President the fullest powers that may be 
necessary for him to have in case of an emergency, and (6) fortify 
him in the carrying out, the execution of those powers by adequate 
legislation, 

Mr. FLemMina. Senator Lehman, may I say that I do share with 
you the sense of urgency. I have tried to reflect that in my feelings 
as to the responsibility that rests on the executive branch to keep 
right on top of this problem. 

As far as the ability of the Congress to move and to act under certain 
conditions and circumstances, I have tried to reflect, in my statement, 
the feeling that, in our judgment, the Members of Congress are in the 
best position to decide a matter of that kind. 

Certainly one who is in the executive branch and has not had 
experience in the legislative branch is not in as good a position to make 
such a decision as the members of the legislative branch. 

The Cuatrman. The history of World War I and World War II 
and the Korean war proves that they will not, at least they did not; 
let’s put it that way. 

Furthermore, it isn’t quite clear to me how you can do the things 
that you say the executive branch is going to do here in respect to this 
matter without some legislation. Where are you going to get your 
appropriations to set up this skeleton organization you are talking 
about to do the things you are talking about; under what authority 
are you going to do them? You say they should be done and you 
will do them, but you want no legislation to do them. Is there 
authority to do it? 








1316 STANDBY ECONOMIC CONTROLS . 


Mr. Fiemmine. Mr. Chairman, under the statutory authority of 
the National Security Resources Board, I think there is a clear legal 
basis for carrying forward this kind of program. Obviously, we will 
have to present the fiscal need for carrying out such a program to the 
Appropri: ition Committee and secure funds. 

The Cuarrman. You think after you have had an opportunity, you 
and the National Security Resources Board and the new committee 
you have set up, to study this problem, the good and bad of OPA and 
OPS, that you might in 60 days’ time or 90 days’ time, then recommend 
some legislation on the subject? 

Mr. Fiemmine. I am not saying that we would recommend legis- 
lation, but I do think that I will ask Mr. Brownlee to check my 
judgment on this, because he is an expert in the area, that within a 
period of 90 days, we should have a pretty clear understanding and 
pretty firm understanding of what kind of plan we would recom- 
mend 

The Cuatrman. In other words, it is your point it would be a good 
thing but it is the responsibility of Congress and not yours? 

Mr. FLEMMING. Again, as far as the detailed bill is concerned, 
would be just as well not to put it on the books. 

Senator Payne. Aren’t vou in effect saying there are three branches 
of our Government you recognize, the legislative, the executive, and 
judic ‘ial, that each has a definite, specific responsibility. That if the 
Congress in its wisdom and judgme nt does not believe that they couid, 
in the event of an emergency, bring forth legislation in adequate time 
to prevent an inflation taking place in this country, that under such 
conditions the judgment rests entirely in the hands of the Congress 
to determine whether they are in a position to put it into effect in 
sufficient time to prevent such a condition existing. Whether they 
should put a law into effect giving to the President the power to impose 
a freeze so as to freeze it as of an effective date, and then proceed in an 
orderly fashion to get the legislation in shape? 

Mr. Fiemmina. That is a very accurate summary, Senator, of our 
position, as tar as the freeze bill is concerned. 

The CuarrmMan. How long do you think, Mr. Flemming, it would 
take you—you are the acting director of defense mobilization at the 
moment—if an emergency would strike tomorrow and you were the 
acting defense mobilizer, with no legislation whatsoever on the sub- 
ject, where you had to start from scratch, and you were sitting over 
there all alone, as you will be if this legislation expires, and this emer- 
gency hits, how long do you think it would take you, first, to prepare 
the necessary detailed legislation, and then after Congress had passed 
it and given it to you, how long do you think it then “would take you 
to recruit an organization to handle it? 

Mr. FLemmina. In answering your question, if that should happen 
tomorrow——— 

The Cuarrman. If it happens next October, after this law has 
expired, and you are sitting over there alone, you and the National 
Security Resources Board, and just this committee you talked about, 
how long do you think it would take you to recruit and put into effect 
a smooth-working organization? 

Mr. Fiemmine. Mr. Chairman, if it should happen next October, 
which would mean that we would have had the opportunity of carry- 
ing forward the kind of a program I nave outlined here, I think we 
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would be ready at once to place before the Congress detailed recom- 
mendations. I feel the appropriate committees of Congress would 
not be caught by surprise because they also would have participated 
with us in the developme nt of those detailed regulations. 

As far as recruiting is concerned, I feel the general authority which 
rests in the office of tne President, and so on, would be such that we 
could start recruiting immediately, being convinced of the fact that 
the Congress would take some action in the area and would make 
some provision for an administrative organization. 

I would feel that we could have our key people—again, assuming it 
is October—on the job within a matter of hours in order to start 
moving ahead. 

The Cuarrman. In other words, you recognize the urgency of this 
and you are going under the National Security Resources Board, and 
other agencies, to ) do what some people in the Congress at the moment 
do not want to give vou the right to do by law; is that correct? 

Mr. Fiemmina. What I have already outhiied, Mr. Chairman, we 
have the right to do by law. That is the only point at which I would 
take issue, because under the existing statutory authority of the 
National Security Resources Board, not only does the executive 
branch have the right, it has a very solemn and serious obligation to 
do it. 

The CuarrMan. You wouldn’t have the right to freeze prices, 
wages, and rents and ration consumers; you would have to get that 
right from Congress? 

Mr. Fitemmina. Yes. 

The CuarrmMan. Do you think Congress could pass such a law 
without holding hearings? 

Mr. Fuiemminea. On the freeze bill, it is our hope that the Congress 
would decide it could move fast. If the Congress decides it couldn’t 
the authority to impose a freeze would be acceptable. 

The CuarrMan. If the freeze is a good thing, and you seem to think 
it is, at least you are making preparation for the emergency we are 
talking about, if every Congressman and Senator is going to vote for 
it within 24 hours. Do you even have 24 hours? There again, that 
is the responsibility of Congress, I know. 

Mr. Fiemmina. I didn’t establish quite as short a deadline as 24 
hours, provided we used the right base date. 

The CaarrMan. Let me say ‘T have had 3 or 4 conferences with the 
President on this subject, and his position has been the same in each 
of the conferences, as, in substance, is stated here. 

I think I am safe in saying that the feeling is that it is the responsi- 
bility of the Congress. They know whether they can or cannot act, 
and if they do act promptly and there is no disaster, fine; if they do 
not and a disaster hits this country because of a failure to act and 
prepare in advance, it would be the failure of Congress and not the 
failure of the President to act. 

Senator Doveias. Why many of us feel there should be standby 
powers given to the executive is not because we distrust ourselves in 
Congress; but the legislative process takes a long time in which to 
operate. The legislative process, even at its best, takes a long time 
in & democracy, Tiacsenta you have to have de bate and hearings and 
attempt to get a consensus of opinion. But more than war can come 
very suddenly, out of the skies. Some of us are afraid to leave a 
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vacuum. We would like, at least speaking for myself, to give to the 
Executive power with which he could move immediately. 

I would like to inquire about this: What would be wrong with a 
general bill giving to the President the power to impose a temporary 
Executive order to deal with these subjects, some blanket delegation 
of authority by which he can initially move by Executive order so 
your plans could go into effect immediately, but subject to review 
by Congress, and amendment by Congress within a period of, say, 
90 days, so that your plans could then move automatically and there 
would be no vacuum. Congress would retain the ultimate power of 
legislation and of amending the President’s Executive order? 

Mr. FLtemminc. Senator Douglas, I have heard a proposal of that 
kind advanced. I think it is a very interesting proposal in that it 
does throw further light on the basic fundamental issue we are dealing 
with in the terms of division of responsibility between the executive 
and the legislative in the event of an emergency. 

I have a great deal of respect for those who hold differing views on 
it because I don’t think it is an area where we can afford to be just 
dogmatic one way or another. I think that is the kind of an attitude 
we are trying to reflect on this freeze proposition, that consistent with 
the general philosophy of the administration, we hope that Congress 
would be able to devise some way whereby it might be able to move 
very rapidly in the event of an emergency. If, however, the Congress 
decides that that isn’t possible, and feels it is necessary in order to 
deal with an emergency adequately to delegate some authority to 
the President, why, O. K., that would be acceptable. 

Senator Dovuaias. Take the question of acts of aggression. The 
Constitution says that Congress shall have the power to declare war, 
but it doesn’t say that Congress shall have the exclusive power to make 
war. 

If we were to have a sudden attack by the Russians upon us, I 
personally think the President would be acting within his constitutional 
limits if he ordered an immediate reprisal by the Armed Forces with- 
out waiting for declaration of war, because time is of the essence. If 
he thought it was proper to carry out a reprisal bombing attack on 
Russia, I don’t think he should be liable to impeachment or threat of 
impeachment because he ordered that prior to a declaration of war. 

One of the terrible things about modern war is that it can be so 
mstantaneous that the judicial and legislative processes, which are 
adapted for peacetime conditions, are too slow to deal with it. The 
problem is to retain as much of the democratic processes as possible 
and yet leave the nation free to act and to defend itself. That is the 
fundamental issue with which we are dealing. 

Mr. Fiemmina. I think that is right. We have now gone through a 
number of very serious emergencies. I think the question that faces 
both the legislative and executive branch is, what can we do on both 
sides to put ourselves in the position to deal more adequately with an 
emergency than we have in the past, and at the same time preserve 
just as many of the values that we would be fighting for as it is hu- 
manly possible for us to preserve. 

Senator Dove as. You have given it some consideration, I am sure, 
but could you give some additional consideration to an act that would 
not merely freeze, but give the President power, by Executive orders, 
subject to review by Congress, to act within a stated period of time? 
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The CuarrMan, I want to congratulate you and the administration 
on its position that, even if Congress does not act in this instance, you 
will do the very best you can and proceed to do what you can under 
existing law to take care of this Nation in the case of a big emergency. 
I think you ought to be congratulated on that. 

Mr. Fiemmina. Mr. Chairman, could I, coming back to the question 
that you asked at the beginning, have Mr. Brownlee 

The CHarRMAN. I was going to suggest, if it was agreeable to the 
committee, and you folks, I see we can’t get finished here this morning, 
we recess until 2 o’clock. As you know, when we are in session here, 
we must get unanimous permission to sit. I would suggest, if it is 
agreeable to you gentlemen, and the committee, we recess until 2 
o’clock, and then hear Mr. Brownlee. 

(Whereupon, at 12:10 p. m. the committee recessed until 2 p. m.) 


AFTERNOON SESSION 


(The committee reconvened at 2:03 p.m 

The Cuairman. The committee will come to order. You wanted 
Mr. Brownlee to tell us his story. 

Mr. Fuemmina. My suggestion was that Mr. Brownlee, if you so 
desire, comment on the problem you raised earlier in connection with 
title I, on the relationship between price control and the allocation of 
critical materials. 

The CuarrMan. In other words, I think the point I raised was, if 
you had to ration the critical materials for civilian consumption, 
would you not, likewise, have to control price. Was that what you 
wanted Mr. Brownlee to comment on? 

Mr. FiemMina. Yes. 

Mr. Brown.uer. I think this question is the long-debated question 
of whether you can, consistently and effectively, put price controls 
across a very small segment of the economy. I don’t think that 
question has ever been finally answered. 1 think you can draw som« 
very definite and positive conclusions. 

If you are to take an area as small as the allocated metals area, it 
certainly is rong to be necessary to have a type of pric e control which 
passes through all costs. | don’t believe you could pick out one 
segment, and have anything more than profit-margin control on it 
If you did, and didn’t allow it to fully pass through the costs, you 
would inevitably put that industry in a bad competitive condition, as 
far as its ability to pay for other materials. So, I would think that 
the net result of it would be very loose price control, and the gain you 
would get from it would be questionable. 

The disadvantages, I think, would be considerable «¢ 
and as far as stabilizing more than their own prices, I think, you, 
would get very little out of it. 

The CHarrRMAN. I can agree with the problem. I know you are 
concerned. There certainly is a lot of merit in what you have to 
Say about it. On the other hand, is there another side of the story, 
namely, if the Government, the Defense Establishment, took 70 per- 
cent of a given article, leaving only 30 percent to be divided among 
the 160 million Americans, or the 10,000 manufacturers, whoever it 
was that was the first consumer of that item, wouldn’t there be a 
big price increase in that item? 
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Mr. Brown vee. If, under that circumstance, which I guess would 
not happen, you did not do anything about controlling civilian appli- 
cations of it, I think the strain on the price structure would be very 
heavy. 

As shown from Mr. Flemming’s testimony this morning, if you ran 
into a situation like that, the President would declare it critical 
material and ask for a civilian application to be put on it. 

The Cuarrman. I understand that is what we were talking about. 
He is asking for that authority in this bill. But, under those circum- 
stances, he would be allowed to allocate the 30 percent, or whatever 
the percentage might be, on a given item. Then the question I 
raise, and I am honest about it, I didn’t do it to get into an argument, 
but purely in order to make a record on it. If you do that, what will 
happen to the price if there is still the same demand for that par- 
ticular product, in which the material is used, when they were able 
to get 100 percent of the materials and now they are only able to get 
30 percent. What will happen to the price on that particular article, 
at that time? 

Mr. Brown tee. I think that would depend on how tightly your 
allocation system held. If you didn’t let them bid for more than you 
allocated to them, your bidding wouldn’t be more intense—— 

The Cuarrman. You feel you might be able to control it through 
the fact—it still isn’t clear 

Mr. Brown ver. If you are really allocating, you would take the 
strain off the market, unless you had a black market. 

The CuarrMan. If you allocate the end user, you go to every manu- 
facturer in the United States and you say to him, ‘‘Now, you can have 
10 pounds’’—I am using that as an example; it could be a thousand— 
“it will be illegal for you to buy more than 10 pounds,” and that 10 
pounds is divided up equitably among all the users; your thought is, 
then, that the manufacturer, the producer of that product, would not 
be under pressure to raise his prices? 

Mr. Brown_er. You would say to him, ‘You can only get this 
with a rigid order,” that you have to have an order to assemble 

The Cuarrman. On the theory that the producer of it, what he is 
shipping to the Government, plus that 30 percent—— 

Mr. Brownuer. And you allocate out his capacity. 

The CuatrMan. Meaning, then, that you go through the entire 
economy, and if there are 10,000 users of a given item, you give each 
of them a portion of it, in the form of a stamp or allocation, or either? 

Mr. Brown ter. If ‘you could do that perfectly, you would prob- 
able take a good deal of the strain off. 

The CHarrMan. I was going to say, in talking about profit, you 
could keep every Senator’s office busy talking to the people in his 

“respective State, who didn’t feel they got a large enough percentage 
of the allocation. 

I get your point and reasoning on that. 

Mr. Brownues. A shortage of that kind, no matter how you 
handle it, would put a pressure on the price structure. The answer, 
it seems to me, as to whether you want price control or not, is what 
will happen on the inflation of margin. I don’t think you could 
control costs; only margins. 
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The CHarrRMAN. Let’s take the situation we have been talking 
about, where every purchaser of a given item is either the Government, 
itself, or civilian, taking every pound or every unit the manufacturer 
makes, and would take more but he doesn’t have it. Under those 
circumstances, do you think that he will just voluntarily, as a good 
samaritan and patriotic citizen, keep his price down? 

Mr. Brown.exr. I would doubt if he would feel that he could 
e —- his margins very greatly. I think he might expand the m some, 

The Cuarrman. You think there would be pressure there? 

Mr. BrowN.ee. Yes. 

The CuarrmMan. Under those circumstances, at least, we might 
give some thought to price control. 

Mr. Brown.ex. We have discussed it at very considerable length 
in the agency. 

The CHarrMAN. We have, too, with our staff here. There aren’t 
any of these things that we haven’t discussed; there aren’t any of 
them that we haven’t had from time to time, w ith 3, 4, or 5 alternative 
plans. 

As I have repeatedly said, the purpose of these hearings and the 
purpose of the introduction of these bills was to solicit the c ooperation 
and the help and the support of everyone in arriving at what we should 
do, if anything; and if we should do something, how is the best w ay 
to doit. That is the purpose of all these hearings, realizing that some 
day we may get into an emergency where we would have to use them. 

Dr. Flemming, the next title is V, rent control. 

Mr. Fiemmrina. In the original Defense Production Act, of course, 
the next title was on the settlement of labor disputes, but in view of 
the fact that title on price and wage control lapses, we felt we would 
recommend this title also lapse. And then, title VI is control of 
consumer and real-estate credit. 

The CHarrRMAN. Let me get back. I have a title here on rent 
control. Are you going to make any comment on that? 

Mr. Fiemmina. Yes. That will be the next one I will comment 
on in detail. 

The CuarrMan: Your agenda is a little bit different than mine. 

Mr. Fiemmina. I have been following the Defense Production Act 
here. On title VI, on the control of consumer and real-estate credit, 
at the moment we are not asking for any extension of that authority. 
The matter is still under discussion within the executive branch. We 
might possibly want to supplement the testimony on this point the 
first part of next week. I would do it myself, or conceivably Secretary 
Humphrey would do it, who I understand will appear before the 
committee on Monday. 

The CuarrMan. You don’t care to get into the matter of control of 
consumer and real-estate credit at the moment, but you would like to 
make a statement? 

Mr. Fiemmine. That is right. 

The CuarrMan. You are considering standby controls on control of 
consumer and real-estate credit? 

Mr. Fiemmina. Also, studying the situation as far as the Trading 
With the Enemy Act to see what authority that does give to the execu- 
tive branch, 








1322 STANDBY ECONOMIC CONTROLS 


The CuHarmman. I don’t think you need to study it any more. 
I don’t think it gives you any authority. I know it is under consid- 
eration. 

Mr. Fuemmine. We have asked the Attorney General for a memo- 
randum on it. 

The Cuarrman. I think that would be quite an awkward way to 
catch the chicken running around the barn. 

Mr. FLiemminc. We may have something more to say on that. 
That brings me to title V dealing with rent control. On that we 
recommend that the Congress extend the authority for rent control 
in those communities which have requested continuation of the con- 
trol until September 30, 1953, and that it extend authority for con- 
trols in critical defense bousing areas until April 30, 1954. 

The President in his state of the Union message said: 

I recommend the continuance of the authority for Federal control over rents 
in those communities in which serious housing shortages exist. These are chiefly 
the so-called defense areas. In these and all areas, the Federal Government 
should withdraw from the control of rents as soon as practicable. But before 
they are removed entirely, each legislature should have full opportunity to take 
over, within its own State, responsibility for this function. 

It seems to us that the key sentence in this message is the one that 
states: 
in these and all areas, the Federal] Government should withdraw from the con- 
trol of rents as soon as practicable. 

At the same time, however, the President believes that before con- 
trols are removed entirely, each legislature should have full oppor- 
tunity to take over within its own State responsibility for this function. 

As the members of this committee appreciate, there are now 
5,600,000 rental units covered by the Federal rent-control program. 

These dwellings are in two types of areas. 

About 1,300,000 rental dwellings are located in critical defense- 
housing areas and about 4,300,000 rental dwellings are located in 
communities which have individually requested continuation of 
Federal rent control. 

Critical defense-housing areas, which are certified as such by the 
Secretary of Defense and the Director of Defense Mobilization, are 
located in 41 States, with the largest number of critical rental units 
being found in California, Connecticut, Indiana, Pennsylvania, Vir- 
ginia, Ohio, and Missouri 

The 1,400 communities which requested continuation of Federal 
control are located in 32 States and in Alaska and Puerto Rico, with 
some of the States containing a large number of rental units of this 
type being Pennsylvania, [llinois, Massachusetts, New Jersey, Ohio, 
Missouri, and California. 

We feel that it is not sound under present conditions for Federal 
employees to continue to administer a Federal rent control law in 
1,400 communities where rent control is continued on the basis of 
local option. 

If the people in these communities desire rent control, then their 
State legislatures should put them in a position where they can enact 
control ordinances and have those ordinances administered by their 
own employees. 
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As we see it, the sole question confronting us at this time is what 
constitutes giving each legislature ‘‘a full opportunity to take over 
within its own State responsibility for this function.” 

In our judgment, if the authority for Federal rent control in these 
communities is extended until September 30, 1953, each State legis- 
lature will have a full opportunity to determine whether or not it 
desires to take over this function. 

In the critical defense housing areas we feel that the authority to 
impose Federal rent controls should be extended for 1 year. 

We believe, however, that the criteria for determining whether or 
not an area should be certified as a critical defense housing area should 
be tightened. 

In our judgment, certification of an area as a critical defense area 
should be restricted to those areas where the problem that may exist 
is caused by the activation or reactivation of a military base, an Atomic 
Energy Commission facility, or a Government installation such as a 
shipyard, air depot, ordnance depot, or arsenal. 

Really, we feel the primary emphasis should be placed on the 
activation or reactivation of a military base or an Atomic Energy 
Commission facility. In other words, we believe that the present 
provision of the law which makes it possible to certify an area as a 
critical defense area because of some industrial expansion connected 
with the defense program should be eliminated. In view of the fact 
that we are now relinquishing most of our material controls, it follows 
that most of these industrial plants will be producing for the civilian 
economy to a far greater extent than they are for defense. They, 

therefore, should be looked upon in the same light as the communities 

where the Federal Government is going to step out on September 
30. In other words, if these communities need a rent control law, 
they should obtain authority for it from their State legislatures. 

I think I ought to say, parenthetically, it is our feeling that the 
change in criteria should not become effective prior to September 30; 
in other words, keep these communities that would come out from 
under this setup on the same basis as the other communities within 
their State. 

Under such a program the Office of Rent Stabilization would be 
closed out as of October 1 and the administration of critical defense 
areas would be placed in a continuing agency of Government. 

We estimate that number might be reduced down to around 100, 
or something of that kind. 

That, Mr. Chairman, is our position on the question of rent control 

The CuarrMan. The legislatures of each State have had an oppor- 
tunity to do what you are recommending now, it seems to me, for 
about 3 years, and they haven’t done it. 

Mr. Fiemmina. The only thing is, Mr. Chairman, I am not sure 
the Federal Government has been too firm about it. I think this 
particular proposal would indicate very clearly to the State legisla- 
tures that the Federal Government means business, although I appre- 
ciate the fact that the point you have just expressed can ‘be argued. 

The Cuarrman. I don’t know how much firmer you can expect to 
be. It states in the law it is going to expire on April 30. They know 
it is going to expire on April 30. 
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Mr. Fiemmina. The thing that was not known, certainly up until 
the time of the present state of the Union message, was what the 
attitude of the new administration was going to be on this question 
of rent control. 

There was a considerable amount of speculation as to what direction 
the administration might move. The state of the Union message, it 
seemed to me, did give a clear indication of the direction in which 
the administration was going to move. The only thing that was left 
somewhat ambiguous was the statement that before they are removed 
entirely, each legislature should have full opportunity to take over. 
It is a question of spelling that out. 

The CuarrmMan. My point is, they have had that opportunity now 
for many, many months. I think they have had it for nearly 3 years, 
at least 2 years, and they haven’t done it. 

Senator Bennerr. May I add one point, Mr. Chairman? I have 
the impression, and | haven’t the figures or the list to back it up, that 
most of the legislatures in the States have met for 1953 and adjourned, 
and this would require the calling of a special session if there is to be 
action in this particular area. 

The Cuarrman. Do you have a record of when the legislatures 
meet? 

Mr. Fiemminea. I had one table here, Mr. Chairman, which I 
think might be helpful. I do have a complete list. I also have 10 
States where we find 3,600,000 of the 4,400,000 rental units that are 
in these defense rental areas at the present time. Pennsylvania, for 
example, as far as I know, is still in session and has no limit on the 
length of the session. Illinois, still in session with no limit. Massa- 
chusetts, still in session and no limit. New Jersey, still in session 
with no limit on the length of the session. Ohio, still in session and 
no limit on the length of session. Missouri, the same. Come to 
Maryland; I think it is still in session but the adjournment date is 
April 6. But Maryland does have some enabling legislation on the 
statute books already in case Federal rent controls should go off. 
California, still in session, adjournment date, May 11. Connecticut, 
still in session, with adjournment date, as I understand it, July 7. 
It also has some standby legislation on the books already. Minnesota, 
still in session, adjournment date on April 6. 1 understand they have 
had some legislation under consideration, but I don’t know what 
action they have taken. 

So that gives you the 10 States where you find a very large per- 
centage of these rental units. I guess you have the same table that 
I have in front of me, which also provides information on the other 
States likewise. It is a spotty picture. 

The CrHarrmMan. Without objection, it will be inserted in the 
record at this point. 

(The material referred to follows:) 
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Limited Federal rent control—-Scope of Federal program and data on State legislation 
Mar. 20, 19538 


} 
Legislature to be in ses- | Special- 
sion on Apr. 30, 1953 } session 
| Controlled t | agenda 
rental | | Nature of rent-con D | May be 

units in | trol legislation ate of next | limited 
limited | now pending regular session | by Gov 
| areas No|Yes Adjournment ernor 
| date 
IN 
} | | No | Yes 
' dial | : | 

Pennsylvania 741, 543 | X | No limit January 1955 | x 

Illinois | 709, 800 X | do Local authorization _ | do x 

Massachusetts 630, 700 X do State operations and January 1954 | xX 

| local suthoriza | 
| tion | 

New Jersey 446, 846 x do State operation (ex do on 

tender | 

Ohio 316, 327 x | do January 1955 x 

Missouri | 184, 115 xX do ck | X 

Maryland 179,900 | X Local authorization | January 1954 xX 

extender 

California... 153, 844 X | May 11, 1953 do | X 

Connecticut 140, 707 X | July 7, 1953 January 1955 | x 

Minnesota 132, 500 | X Termination do | X 

Puerto Rico 100, 000 | | 

Rhode Island 04,501 | X January 1954 | x 

Tennessee 71,100 | X January 1955 xX 

Kentucky 70,339 | X January 1954 x 

West Virginia 61,600 | X State operation January 1055 xX 

Indiana 40,920 | X do xX 

North Carolina 30, 800 | X | No limit do | X 

Georgia 26,350 | X November 1953 

Delaware 23, 000 | Xx No limit January 1955 |X 

Maine 21, 000 x do do |x 

New Hampshire 17, 500 | xX do do xX 

lowa 13, 800 | do do x 

Michigan 10, 192 x do January 1954 xX 

New Mexico. . 10,100 | X January 1955 x 

South Dakota. | 8,400 | X do X 

Washington. Glee | a leeedias do x 

Vermont 7, 400 X | No limit a |X 

South Carolina 5, 900 xX do January 1954 x 

North Dakota 4,900 | X | January 1955 | X 

Florida 4,700 | X | June 5, 1953 April 1953 xX 

Montana 3,750 | X es January 1955 | x 

Oklahoma 3, 500 X | No limit do xX 

Louisiana 1,600 | X May 19% x 

Alaska. . 1, 600 | 

Total 4, 277, 534 | es ; ‘ a 


(The following was later supplied for the record by Senator Bennett:) 


Some Data on Strate LEGISLATURES WITH REFERENCE TO OpportTuUNITY To 
Act oN Rent Controu In 1953 


Forty-four States having sessions in 1953 (see attached list): 
42 had already met as of March 23, 1953; 11 had adjourned as of March 
23, 1953. 


Four State legislatures are not meeting during 1953. They are: 

Virginia: Decontrolled by legislature 1950. No World War II rent control 
now. 

Louisiana: No World War II rent control except in towns of Hammond 
and Minden. 

Mississippi: No World War II rent control. 

Kentucky: No World War II rent control except in towns of Allensville, 
Elkton, Guthrie, Trenton, Audubon Park, Jeffersontown, Richlawn, Owens- 
boro; city of Louisville. 


Sixteen States have -been freed completely from World War II Federal rent 
control: 


Alabama Idaho Nevada Utah 
Arkansas Kansas New York Virginia 
Arizona Mississippi Oregon Wisconsin 


Colorado Nebraska Texas Wyoming 
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Distribution of number of units under Federal rent control in other than critical areas 
as of February 18, 1953 
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Mr. Flemming in his statement to the Senate Banking and Currency Committee 
on March 25 quoted the Presiden 
War II Federal rent controls) are removed entirely, each legislature should have 
full opportunity to take over within its own State responsibility for this function.”’ 

(According to the President’s statement the only fair question that can arise is 
whether State legislatures have been aware of the April 30 decontrol date set by 


the Congress in the law approved July 15, 1952 


t as saying: ‘‘* 


844 months ago 


But before they (World 


and whether 


they have had the full opportunity to act referred to in the President’s state of the 
Union message on February 2 of this vear. 
The 10 States listed below have 85 percent of the units still under World War IT 


Federal rent 

Pennsvlv: 
pending. | 
rent control 


Illinois 


of March 26, 


control 
wnia 
1953. 
*hiladelphia City 
March 25, 1953. 


Legislature convened January 7; 


Council 


held 


second 


Legislature convened January 6; still in session as of March 27, 
two State control bills (S. 200, H. 
hearing on 


B. 348) were 
permanent local 


still in session as of March 27, 1953. 


Four State control bills (H. B. 100, 111, 112, 8S. B. 235) were pending as of March 


27, 1953 


Massachu 


1953 


N ¢ W 
1953 


Jers 


1950, C. 234 


Ohio 


As of 


was in committee 


otate 


Legislature 
f March 26, 1953 one bi 
hearings 

‘vy: Legislature convens 
standby law adopted 


setts: 


and extended April 16, 
Legislature convened January 5; 
No State rent bill pending as of March 26, 1953. 


conve 


ned January 7: 


still in session as of March 27 


ll (H. 1070) was pending and another proposal 


-d January 
and approved 


13; still in session as of March 27, 
March 23, 
1952, to expire June 30, 1953. 

still in session as of March 27, 
Local decontrol by city councils 


1950 (Public Law 


1953. 


in two principal cities (Cincinnati and Columbus) expected early in April. 


Missouri: 


Legislature convened January 7; 
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Maryland: Legislature convened January 7; still in session as of March 27, 1953. 
One State control bill pending (H. B. 434). 
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California: Legislature convened January 5; still in session as of March 27, 
1953. No State control bill introduced as of March 26, 1953. Senator O’Gara 
of San Francisco generally introduces a State standby bill. He didso in 1949 and 
1951 sessions and may do so during this session. 

Connecticut: Legislature convened January 7; still in session as of March 27, 
1953. State standby law set by section 1270b, 1951 Supplement, General Statute 
of Connecticut (ch. 356) effective until adjournment of 1953 session of the legis- 
lature. State rent control already in effect in 82 cities and towns where Federal 
control ended on September 30, 1952. 

Minnesota: Legislature convened January 6; still in session as of March 26, 
1953. State control bill pending (H. 619). Decontrol bill passed both Houses 
but was vetoed by the Governor March 27, 1953. Had standby law in 1949; 
reenacted in 1951; expired in February 1953. 


1958 legislative sessions as of Va 3. 19453 


NOW MEETING 


vened ven 





lan. ( , 
é No Jan 12 J 6 
Jan J 
Jar 12 J ( 
Jan. | ) 
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Regular sessions Regular sessions 
Arkansas Jan. 12 Mar. 12 North Dakota Jan ( Mar 
Idaho Jan 5 | Mar. ¢ South Dakota |__.do Mar 
Indian Jan 8 | Mar. 9 Utah |} Jan. 12; Mar 
Montana |} Jan 5 Do Washington do D 
Nevada | Jan. 19 | Mar. 22 West Virginia Jan. 14 | Mar, 14 
New Mexico Jan. 13 Mar. 14 W yomin Jan. 18 Feb. 2 
New York Jan 7 | Mar. 2! Special sessions: Washington Mar Mar. 2 


Source: Council of State Governments. 


Mr. Fiemmina. I think Senator Bennett’s comment, that some of 
them would certainly have to call a special session to meet the Septem- 
ber 30 deadline, is correct. 

Senator Bennett. I have identically the same material. I have 
another question. As you read your material on rent control you said 
there are approximately 1,400 communities that are operating on the 
basis of local action, local option. There is nothing to prevent them 
from reversing their position between now and September 30? 
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Mr. Fiemmina. That is correct. 

Senator Bennerr. And decontrolling on the local-option basis? 

Mr. Fiemminea. That is correct. 

Senator Bennett. Without any question? 

Mr. Fiemmina. That isright. That also applies to the areas that 
have been certified as critical by the Secretary of Defense and the 
Director of the Office of Defense Mobilization. 

Senator Bennerr. Do I understand, then, if city X has been 
certified as critical, the city fathers may take affirmative action to 
decontrol rents even though the “‘critical’’ designation still holds? 

Mr. Ftemmina. That is correct, Senator. That has happened in 
some instances. I know it happened in one instance in my own State. 

The Cuarrman. After they do, the Federal Government, if it wants 
to, can recontrol according to the law. 

Mr. Fiemmuina. But, as a practical matter, the Federal Govern- 
ment has not. 

Senator Bennett. I had another question, but I think vou cleared 
it up. Just for the record I would like to be completely sure. As of 
the present time, the executive department does have the power to 
modify its own terms for certification. You could limit them under 
the present law, remove some of the criteria, but you do not intend 
to do that until after April 30; is that a correct interpretation, until 
after September 30? 

Mr. Fiemmina. At the present time, Senator, my understanding is 
that, if we were going to shift the criterion at all on the critical defense- 
housing areas, it would be necessary for the Congress to amend the 
law to some extent to make it possible. For example, the criterion 
as it reads now is that no area shall be certified as a critical defense- 
housing area under the authority granted in this subsection unless all 
the following conditions exist in such area: (1) A new defense plant 
or installation has been or is to be provided or an existing defense 
plant or installation has been or is to be reactivated or its operations 
substantially expanded; (2) substantial inmigration of defense workers 
or military personnel is required to carry out such activities at such 
plant and installation and a substantial shortage of housing required 
for such defense workers or military personnel exist, and so on. 

In other words, the Congress was fairly specific in giving us the 
criteria under which the executive branch is now working. 

Senator Bennerr. You don’t feel that gives you the right to act 
within those limits? In other words, to remove the criteria which 
refer to activation or reactivation of plants rather than defense 
organizations; you feel that must still stand? 

Mr. FLemmina. I think to go as far as I indicated there would need 
be an expression of the congressional consent. 

The Cuarrman. I might say that Senator Bennett is the author of 
that critical-area section back 2 or 3 years. 

Senator Bennerr. That was a previous incarnation. 

The CHarrmMan. Let me ask you this question. I speak of Indian- 
apolis because I am familiar with the situation there. I might just 
as well talk about some other point, but I will talk about Indianapolis. 
Under this new criteria of the critical area, of course, Indianapolis 
would not be involved? 


in 


loc 
off 
are 


th: 
ime 


th: 


ot! 
we 
in 

Fe 
ar 
co 


ur 


cc 
ve 


basis? 


‘as that 
and the 


is been 
‘tion to 
olds? 

ened in 
n State. 
t wants 


rovern- 


cleared 
As of 
ower to 
n under 
intend 
n, until 


nding is 
lefense- 
end the 
riterion 
lefense- 
less all 
e plant 
detense 
‘rations 
workers 
at such 
equired 
n. 

us the 


, to act 
. which 
defense 


Id need 
ithor of 
Indian- 
ht just 


napolis. 
napolis 


STANDBY ECONOMIC CONTROLS 1329 


Mr. FLemminc. Without knowing Indianapolis as well as you do, 
I would assume that it would not. 

The CHarrMan. Because under your criteria here, in substance, it 
says a critical area would be something where some impasse was 
brought about from this point on, whereas in Indianapolis, of course, 
the opposite is true. They are cutting down at Camp Atterbury, 
rather than building up. How would you handle that? 

Mr. Fiemmina. They have just indicated to me that Camp Atter- 
bury is within this particular area and was apparently considered 
when there was a certification of that. 

The CuHatrman. There is no longer a need of that at Camp Atter- 
bury. 

Mr. Fiemmine. That area could be reviewed right now. The 
fact of the matter is there is a review going on of all these areas at 
the moment. It is conceivable that might come out on the review 
of the present criteria. There should be a constant review even 
under the existing criteria. 

The CuarrMan. Indiana has no rent control except at Indianapolis, 
Gary, and one other spot. 

Mr. FLemmina. Yes. 

The Cuarrman. Under the new criteria, you would not be justified 
in continuing rent control in any 1 of those 3 areas? 

Mr. Fiemmine. Under the new criteria you would take a close 
look at the Camp Atterbury situation. If the problem has eased 
off, that would be a basis for taking it out. The Gary-Hammond 
area is solely an industrial problem. Our suggestion would eliminate 
that kind of an area. Indianapolis is classified here as military and 
industrial. I don’t know what they had in mind. 

The Caarrman. I think it was military a couple of years ago before 
they moved from there. That impasse has been corrected now. I 
am still talking about Indiana because Indiana has no rent control 
other than these three critical areas; therefore, the Indiana Legislature 
would have no problem at all because they are not under rent control 
in the State. There is a part of the State, of course, where the 
Federal Government even under your proposal would still have 3 
areas under rent control, and in my opinion, any 1 of the 3 would 
come under the new criteria. 

Mr. Fiemminea. Are there cities in Indiana that voted to stay 
under rent control, under the defense rental setup? 

The CuarrMan. There is one, Gary, Indiana. 

Mr. Fiemmina. In any event, any community that had voted to 
continue Federal rent control in Indiana, of course, couldn’t continue 
to have it unless the State legislature passed some kind of a law which, 
in turn, gave the community the right to pass a local ordinance 
putting in rent control. 

The CHarrMan. Can we assure the people of America, barring an 
unforeseen emergency such as we are talking about, that this whole 
business would be finished by October 1, unless State legislatures 
decided to continue it? 

Mr. Fuiemmine. I think, as far as the defense rental areas are 
concerned, yes. That is what we are asking Congress to do,. to say 
very definitely to the State legislatures that as of September 30, 
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the authority to operate a Federal rent control law in these defense 
rental areas expired. 

If the communities that have asked for Federal rent control, want 
to have rent control, then they are going to have to get it by per- 
suading their legislature that they should pass an enabling act which, 
in turn, would enable them to pass a rent control ordinance. 

The CuHarrMan. I think the great majority—when I say “great 
majority” I am talking about 99.9 percent—of the property owners 
of America are perfectly willing to be under rent control when prices, 
wages and everything else are controlled. 

| think they are becoming a little bit impatient with the Congress 
in that some sections are still under World War II rent control when 
we are taking everybody else out. They are beginning to get a little 
impatient about it. If you don’t think so, you should have sat here 
as I have for the last couple of weeks. 

Senator Bennerr. I have some figures, Mr. Chairman, that I 
think could appropriately go into the record at this point, with your 
permission. 

The CuarrmMan. Without objection, that will be done. 

Senator Benner. In the 1935-39 base used by the Department of 
Labor for its cost-of-living index, rent was 18.1 percent of the total 
cost of living. By 1950, rents under control had dropped to 11.6 
percent of the total cost of living. The inflation had moved the cost 
of living up so that the part of rent dropped approximately 36 percent. 

Another interesting set of figures is that in 1939, income from rent 
represented 4.8 percent of the total national income. In 1952, it 
represented 3.3 percent. So, here is one segment of our economy that 
we have, more or less, frozen on a beginning of World War IT basis, 
and we have forced their share of the national income down approxi- 
mately one-third. We have reduced the rent cost in terms of the 
total cost of living approximately one-third by that process. I 
think that is about all the sacrifice we should ask these people to make. 

The CuarrMAn. How serious do you think this matter would be if 
the Congress decided in its wisdom to permit rent control to expire 
on April 30, except in critical areas, and only under the new definition 
you have just read to us? 

Mr. Fiemmine. In my judgment, Mr. Chairman, that would mean 
we would be in a position where we would not be adhering to the ob- 
jective that the President stated, when he said that each legislature 
should he ave full opportunity to take over within its own State. 

The Cuarrman. In other words, it is purely based upon the state- 
ment the President made some 2 months ago? 

Mr. Fiemmine. That is right. I feel, in view of the history of rent 
control legislation and the extension of it, and so on, that the position 
taken by the President is a very fair position. It gives each State 
legislature, then, an opportunity to really become acquainted with 
the facts 

The Cuatrman. They have been acquainted with them for 3 years, 
and the law has given them the right for 3 years to do that. What 
reason have we to believe that now, if we give them another 4 or 5 
months, they will act differently than they have in the last 3 years? 

Mr. Fiemmina. I might make this practical observation. Up to 
the present time, the termination has always been set to occur during 
the period of time when the Congress was in session. 
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The CHarrMan. I was wondering if you were going to get around 
to that. 

Mr. FLemminec. I suppose there is a chance that Congress may not 
be in session as of September 30, and that might have some practical 
bearing on the end result. 

The CuarrmMan. You think that might quiet their nerves? 

Mr. Fiemmine. I don’t know. I just make that observation, 
Mr. Chairman. 

The CuarrMan. In other words, more or less, the principal reason 
you said this is because the President made this statement in his state 
of the Union message and not upon any particular need for rent control? 

Mr. Fiemminea. Personally, | think it is the fair thing to do, and it 
gives a State a chance to evaluate its own situation. 

The CuarrMan. You think from the beginning rent controls should 
have been a local matter rather than a Federal matter 

Mr. Fiemmina. | won't say from the beginning, but we certainly 
have reached that point now where it doesn’t add up to have Federal 
employees operating a Federal rent control law in a community which 
by local option has decided that it wants one. 

The CuHarrman. It is rather hard to make the property owner 
believe he should continue under controls while everything that he 
buys, and everybody else is out from under controls, on some theory 
there might be some increase in rents. 

No doubt there would be, in many instances, but when you take 
controls off everybody else there will be some increases added to the 
living cost of the people. I don’t see much difference between having 
my rent increased $5 a month and having my coffee prices increased 
10 cents a pound, or butter, or other things that | buy. They would 
come to $5 a month. 

As I say, I have sat through the rent-control hearings here during 
last week. They were pretty rough. I think you make your position 
perfectly clear as to what your recomme ndations are. I do not know 
what the committee or the Congress — wish to do with it. In any 
event, you feel certain that October 1, as far as the Federal Govern- 
ment is concerned, except in sitieed areas, under a new definition, 
would definitely end it unless we get into a big emergency, a big war, 
at which time we might need all controls? 

Mr. Fiemminc. | would like to state it this way: It seems to me if 
a city in my own State of Ohio, if there are those within the city that 
feel there should be rent control and those who feel there should not, 
they should battle that out within the State of Ohio, first of all in 
terms of getting enabling legislation from the Ohio Legislature, and 
then making their own local determination. And if they decide to 
have it, it seems to me it is the kind of an operation that should be 
administered by the employees of the city or municipality or commun- 
ity as contrasted with having it administered by Federal employees. 

The Cuarrman. We have covered the entire bill except the general 
provisions. 

Mr. Fiemmine. There are one or two comments I would like to 
make on that. First of all, you do have in the existing Defense 
Production Act the authority for assisting small business. 

The Cuarrman. If you will pardon me, the present Housing and 
Rent Act of 1947, of course, has, in section 4, a prov ision. which gives 
priority or preference to veterans of World War LI in the sale or rental 
of housing. I presume that should be continued? 
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Mr. FLemmina. Yes. 

The CHarrMAN. You recommend the continuation of that? 

Mr. Fiemmina. Yes. 

The CHarrmMan. I think it has since been expanded to cover 
Korean war veterans. It only applies now to World War II veterans, 
and if it is possible to be continued, it should apply to Korean war 
veterans. 

Mr. Fiemmrna. I agree definitely on that. 

The CHarrMan. You feel that might well be extended if the Con- 
gress decides to do something with the basic legislation? 

Mr. Fiemminea. That is right. 

The Cuarrman. Did we cover in your previous testimony the loan 
program; did you recommend a continuation of the so-called V-loan 
program? 

Mr. Fiemmina. Yes; title IIT. 

The CHartrMan. Now, you are ready to talk about the Small 
Defense Plants Administration. 

Mr. Fiemmine. Mr. Chairman and members of the committee, as 
far as we are concerned, we are just simply to comment on the basic 
authority. We do not have any responsibility for the administration 
of the agency that has been set up under the authority of this act. 

My understanding i is that the acting head of that agency is to appear 
before the committee. 

We do recommend that the authority for assisting small-business 
concerns, to play a maximum part in the defense program, be con- 
tinued. 

Section 714 of the Defense Production Act creates a Small Defense 
Plants Administration, with authority to assist small-business con- 
cerns in various ways to play a maximum part in the defense program. 
It is recommended that this authority be extended to June 30, 
1954. 

Certain studies are now under way within the executive branch 
of the Government which may lead to presenting specific organiza- 
tional recommendations in, this field. 

The results of these studies may be reflected either in proposed 
legislation or in a reorganization plan. 

We recommend a continuation of the section authorizing the 
President to request persons to undertake voluntary programs in the 
interest of the national defense, with the understanding that such 
programs will not be looked upon as being in violation of the antitrust 
laws. 

This authority has made possible the interchange of information 
and know-how among companies producing military goods, and the 
formation of small business production, pools, as well as certain other 
cooperative arrangements contributing to defense. 

The administrative provisions of title VII of the Defense Production 
Act, which are necessary to carry into eftect the substantive provisions 
of the earlier titles, should be extended. 

These provisions include the authority to delegate powers, create 
agencies, require information and reports, make regulations, seek 
injunctive relief against violators of the act, and other similar matters. 

The CuHarrMan. Are there any questions? 

Senator Gotpwarer. I would just like to comment on the presenta- 
tion. It is very comprehensive and complete. I want to say, as one 
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member of the committee, it is refreshing to hear the administrative 
branch of the Government suggesting that powers inherent to the 
Congress, be practiced by the Congress. I want to thank you for 
that. 

Mr. Fiemmine. Thank you, sir. 

The CuarrMan. I think, if we find there are any features of this 
legislation, when we get into writing it up, that we are in doubt about, 
or which aren’t clear in your testimony, we would like to feel free to 
call upon you. 

Mr. Fiemmina. I will be very happy to come before you again, 
Mr. Chairman. We are at your service. 

The CuarrMan. You have made certain recommendations in re- 
gard to the Defense Production Act. You have taken the position 
that the standby, or freeze, is the responsibility of the Congress, and 
notwithstanding what the Congress does, you are going to do what- 
ever you can to prepare the Nation for a big emergency. 

Mr. Fiemminea. I think, Mr. Chairman, right there, if I didn’t 
make it clear already, I should make clear the fact that those of us 
who are working on this problem believe, if the time ever comes when 
it is necessary to move back to price and wage controls, that must 
always be preceded by a freeze provision. ‘There isn’t any question 
in our minds about that at all. Our position on that, I have already 
stated. 

The CuarrMAN. Your position is, if you feel that we are getting 
into a situation that is dangerous, you will not hesitate to ask the 
Congress to freeze the prices, wages, and rents? 

Mr. Fiemmina. That is correct, sir. 

The Cuarrman. But you, also, are, I presume, a little concerned 
about a series of small emergencies, which might well push up prices 
substantially before we get into a big emergency, are you not? 

Mr. Fiemminca. That is always a problem. It seems to me that is 
an area where there must be very close-working relationships, coop- 
erative working relationships, between the executive branch and the 
legislative branch. 

The CuarrmMan. I presume that is one reason why you are giving 
some study to standby controls on housing and consumer credit? 

Mr. Flemming. That is right. 

The Cuarrman. I think you have made your position very clear. 
We appreciate your testimony. We, likewise, appreciate the fact 
that you took the law, section by section, and went through it so we 
could handle it in an orderly way. 

Unless there are other questions, I think we will stand in recess 
until 10 o’clock tomorrow morning, at which time we will hear from 
the Defense Department. We thank you very much for coming up. 

(Whereupon, at 2:50 p. m. the committee recessed, to reconvene at 
10 a. m., Thursday, March 26, 1953.) 





Sel 


sid 
Ma 


us 


rea 
be 
ali 
yo 
bri 
yo 
on 
be 
do 
are 
110 
eq7 


as 
int 
bal 


1S | 





STANDBY ECONOMIC CONTROLS 





THURSDAY, MARCH 26, 1953 


Unire STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to call, at 10:06 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart, chairman, pre- 
siding. 

Present: Senators Capehart, Bricker, Bennett, Bush, Payne, 
Maybank, Robertson, Sparkman, Frear, Douglas, and Lehman. 

The CuarrMan. The committee will come to order. We have with 
us this morning Mr. Roger M. Kyes, Deputy Secretary of Defense. 
He is accompanied by Mr. Bradford Baker, Priorities and Allocations; 
Mr. John S. Bachman, Guaranteed Loans; Mr. John Mitchell, Rent 
Control; Mr. Richard Lennihan, Small Business; Mr. Carl Rolle, 
Stockpiling and Material; and Mr. Leonard Niederlehner, Assistant 
General Counsel. 

Mr. Kyes, of course, is the Deputy Secretary, and will, I presume, 
speak for the group generally, but we want you gentlemen to feel 
perfectly free to enter into the discussion. What we want here are 
facts. ‘This is purely a factual hearing. 

Mr. Kyes, I see you have a statement. I presume you would like 
to read the statement before we have questions? 


STATEMENT OF ROGER M. KYES, DEPUTY SECRETARY OF DEFENSE 


Mr. Kyes. Mr. Chairman, I would appreciate the opportunity of 
reading the statement, and then answering any questions there may 
be afterward, if the chairman and the committee feel it is all right. 

The CuarrMaNn. We will permit Mr. Kyes to read the statement 
and withhold our questions, if we feel we can, until he is finished. If 
you feel there is something as he goes along that we could handle 
briefly, let’s not hesitate to do it. What we want are the facts. As 
you know, the Defense Production Act expires soon, a portion of it 
on April 30, and the balance on June 30. We would like to have the 
benefit of your recommendations, as well as others, on what we should 
do. Some portions of this bill are very, very controversial, and others 
are not. Some of us feel that we ought to have some standby legisla- 
tion in respect to prices and wages and rents in case we get into a big 
emergency, and others feel we do not need them. 

We would like to get the benefit of the judgment of as many people 
as we can as to what we should do, keeping ip mind what is in the best 
interest of all the people of America, the consumer as well as the mili- 
tary, and the business interests. 

As long as the Korean war continues, as long as the world situation 
is as it is at the moment, I think we are all agreed that almost anything 
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can happen. I, for one, feel that we ought to be prepared for any 
emergency and know what we ate going to do, not only in respect to 
tanks and airplanes and guns and ammunition and civilian defense 
and manpower, but we also ought to know what we are going to do 
with the economy, if we should get into a big emergency. Particu- 
larly if it is brought upon us suddenly, we ought to have plans to cope 
with it. 

I think prices and wages and rents and costs of producing military 
goods under an emergency, under a big war, and keeping the morale 
of the civilian population up and taking care of their needs during a 
prolonged war, is just as important as any other phase of it. 

I think if we overlook it and do not at this time make some prepara- 
tion for these things that we know we will need, it will be harmful. 
There is some uncertainty, of course. You can’t always anticipate 
what is going to happen. You can’t anticipate the condition of the 
country when it does happen. But there are certain things, I think, 
that we know for a certainty will need to be done, and we want to 
get the best judgment we can. 

When we have arguments up here around this table, and other 
places, we are simply trying to bring out the best thinking on the part 
of everyone in respect to the subject. We do not question anybody’s 
right to take a position. We want them to take a position. In the 
end, I think our decision will be what is in the best interests of all the 
people, not what is in the best interests of a particular group. I 
think that will be the final determining factor in what we will do. 

With that, Mr. Kyes, we will appreciate your proceeding in your 
own way. 

Mr. Kyes. Mr. Chairman and members of the committee, the 
Department of Defense appreciates the opportunity to appear before 
your committee with respect to Senator Capehart’s bill, S. 753, on the 
matter of extension or amendment of the Defense Production Act 
of 1950. 

Although this statute makes possible meeting the needs of the 
military services for end items in a period of sustained activity, as 
the committee is aware, little of the statute is actually administered 
by the Department of Defense. The Department, of course, extends 
rating authority to its contractors, and participates in the guaranteeing 
of loans for its contractors. With these principal brief exceptions, I 
believe it is fair to say that the administration of the statute is the 
responsibility of the Office of Defense Mobilization; and I believe 
most of its provisions have already been covered for you by Dr. Flem- 
ming, the Acting Director of the Office of Defense Mobilization. 

From the point of view of the Department of Defense, since June 
1950, it has been necessary for the armed services to more than double 
their military personnel strength, so that there are now in the armed 
services approximately 3,600,000 soldiers, sailors, and airmen, an 
increase of 2,100,000 over the strengths at the beginning of the Korean 
conflict. 

The buildup of materiel has been moving successively through plan- 
ning, tooling, and production stages. During the 3 fiscal years follow- 
ing “the attack on Korea, the Congress provided a total of $155.6 
billion in new obligational authority. for the military functions of the 
Department of Defense—$48.2 billion during fiscal year 1951, $60.4 


bill 
yes 
bu 
As 
dey 
bel 
wh 


the 
ha 
tur 
$3¢ 
ap] 
fail 
fro 
wil 
del 
fac 
eco 
\ 
tio 
sid 
yet 
\ 
Pre 
pri 
is 
as 
pos 
eca 
for 
wil 
wh 
| 
tha 
Iti 
im] 
nec 
fur 
Alt 
anc 
onl 
bel 
pro 
cer 
thi: 
as | 
wh 
I 
De 
con 
Sta 
the 


d for any 
respect to 
n defense 
ing to do 

Particu- 
1S to cope 


r military 
ie morale 
during a 


prepara- 
harmful. 
nticipate 
on of the 


, | think, 


/ want to 


nd other 
| the part 
nybody’s 
. In the 
of all the 
rroup. | 
| do. 

y in your 
ttee, the 
ar before 
3, on the 
‘tion Act 


ls of the 
tivity, as 
linistered 
, extends 
ranteeing 
:ptions, | 
ite is the 
I believe 
Ir. Flem- 
ion. 

nce June 
in double 
1e armed 
men, an 
e Korean 


igh plan- 
rs follow- 
yf $155.6 
ns of the 
91, $60.4 


STANDBY ECONOMIC CONTROLS 1337 


billion during fiscal year 1952, and $47 billion during the current fiscal 
year. In addition, $41.3 billion was requested of the Congress in the 
budget request submitted by President Truman on January 9, 1953. 
As you know, the fiscal year 1954 budget requests for all Government 
departments, including the Department of Defense, are currently 
being reexamined, and it is impossible to state at this time exactly 
what changes may be made as a result of this review. 

Although the peak of new obligational authority was reached in 
the fiscal year 1952, total expenditures and deliveries of end items 
have continued to increase up to the present time. Thus, expendi- 
tures rose from a little less than $20 billion in the fiscal year 1951 to 
$39 billion in the fiscal year 1952, and are presently estimated at 
approximately $44 billion for the current fiscal year. I think it 
fair to say, however, that no matter what adjustments may result 
from the reexamination of the fiscal year 1954 budget request, there 
will be required in fiscal year 1954 a military program calling for 
deliveries of end items, and the materials from which they are manu- 
factured, which will have a very substantial effect on the national 
economy. 

While it is my personal feeling that there should be as much relaxa- 
tion of controls as is practical and possible, there are, however, con- 
siderations in relation to national defense which require a simple 
yet practical means to meet the needs of the national defense. 

With respect to priorities and allocations, title I of the Defense 
Production Act now provides authority for the establishment of 
priorities and allocations of materials and facilities. This authority 
is of particular interest to the Department of Defense. Although, 
as evidenced by the President’s recent action, it has now become 
possible to relax certain of these controls for the benefit of the civilian 
economy, it is, nevertheless, certain that military orders will continue 
for a time to require the means to assure that essential requirements 
will be met. We must make certain the ‘‘cupboard” will not be bare 
when Defense deliveries are due. 

It is the recommendation of the Department of Defense, therefore, 
that the powers contained in title I of the existing law be extended. 
It is to be noted that title | merely contains the basic authority for the 
imposition of such priority and allocation controls as are deemed 
necessary. However, extension of the title will not prevent such 
further relaxation of these controls as may be found necessary. 
Although Senator Capehart’s proposal, S. 753, with respect to priorities 
and allocations, adopts the language of the existing title I, it would 
only make such authority available on a standby basis. It is the 
belief of this Department that, as long as military production and 
procurement requirements remain at their present general levels, 
certain minimum controls will have to be exercised and that, therefore, 
this authority should be extended beyond 30 June, and for such a time 
as may be necessary to permit the Congress to review the matter again 
when it reconvenes. 

Authority to requisition and condemn property: Title II of the 
Defense Production Act now provides authority to requisition and 
condemn real and personal property for the defense of the United 
States. Now that most controls are being eliminated or restricted in 
the main to the field of military production, it is believed enforcement 
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does not require continuation of the power to requisition, and that 
title Il may be permitted to lapse on its present expiration date. 

Expansion of productive capacity and supply: Title III of the De- 
fense Production Act authorizes specific agencies of the Government, 
including the three military departments, to guarantee loans to assist 
and expedite defense production and also authorizes such agencies as 
the President may designate to make loans to business enterprises 
for the expansion of plant capacity, the development of technological 
processes or the production of essential materials. Title ILI also con- 
tains authority for the guaranteed long-term purchases of minerals 
and other materials for Government use or for resale and for installing 
equipment and facilities in Government or privately owned plants. 
The authority under the existing law will expire June 30, 1953, and it 
is noted that S. 753 would continue this authority in actual effect for 
1 vear until June 30, 1954. 

This Department is in accord with the extension recommended in 
S.753. Of direct concern to this Department is the power to guarantee 
loans to assist and expedite national-defense production. As of 
December 31, 1952, loan guarantees of the Army, Navy, and Air 
Force were in force on credits of about $1.5 billion, of which approxi- 
mately $900 million was actually outstanding and in use. Many 
responsible and qualified contractors, especially small enterprises, are 
required to accept defense contracts far beyond their normal financial 
capacity, and in these cases guaranteed loans become essential. The 
procurement program will continue to require that such assistance be 
available. Similarly, it is important that authority be continued to 
supply equipment to defense contractors necessary for the production 
of certain items, particularly where such equipment will be of no value 
to the contractor after completion of the defense contract. 

Programs for expansion of production of basic materials are not 
administered by the Department of Defense, but are of great interest. 
Through the use of authority provided in title III of the Defense 
Production Act, particularly guaranteed purchases, production of 
critical materials has been tremendously expanded. For example, 
the annual supply of tungsten has been doubled over the past 2 
years. ‘The aluminum supply has been substantially increased over 
the past 2 years and, with the completion of expansion plans cur- 
rently under way, will more than double the 1950 rate. 

The Cuarrman. Will you yield just 1 moment. I think this would 
be a good spot, if you don’t mind, to place into the record the actual 
facts concerning the expansion of steel, aluminum, copper, electric 
power, and petroleum as reported by the Defense Production Admin- 
istration. It shows by 1954 steel will be 20 percent above what it 
was in 1950; aluminum will be 100 percent more than it was in 1950; 
copper in 1955 will be 25 percent above 1950; electric power will be 
60 percent in 1954 above what it was in 1950; and petroleum, by the 
end of this year, 1953, will have increased production 20 percent. 

If you have no objection, I think maybe that might well be placed 
in the record at this time. It shows the excellent job that the Govern- 
ment and industry have done in respect to the increasing of those five 
basic commodities. 

(The material referred to follows: ) 
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Some Basic Expansion PROGRAMS 


Steel, 20 percent: Production capacity will grow from 100 million tons at the 
time of Korea to 120 million tons in 1954. The inerease alone is about 70 percent 
of estimated Russian production. 

Aluminum, 100 percent: From 1950 to 1955, primary alun.inum output will 
double. From 719,000 tons in 1950, production will rise to more than 1,500,000 
tons by 1955 

Copper ore, 25 percent: From 909,000 tons in 1950, domestic copper ore 
production will increase to 1,134,000 pounds in 1955. Imports and copper scrap 
account for about half of our copper consumption. 

Electric power, 60 percent: Between 1950 and 1954, capability will rise from 
65 million kilowatts to 107 million kilowatts. This 42 million kilowatt increase 
alone equals the entire United States electric power capability 10 years ago 

Petroleum, 20 percent: Our production of crude petroleum will grow from 
6,415,000 barrels per day, at the time of Korea, to 7,180,000 barrels per day by 
the end of 1953. 


M . Kyus. The Department of Defense proposes that the statute 
be a.nended to clarify the authority in relation to guaranties after 
termination of contracts and in relation to the orderly windup of the 
program when the statutory authority ends. I understand that the 
American Bankers Association has already recommended these 
changes. The technical language is attached to my statement, and a 
member of the Department of Defense staff is available to discuss these 
with the committee or its staff. 

The CHarrMan. Without objection, it will be placed in the record 
at this point. 

(The material referred to follows:) 


ProposeED AMENDMENT TO Sxecrion 301 (A) oF THE Derense PropuctTion Act 
or 1950, As AMENDED 


‘ 


Subsection (a) of section 301 is amended by striking out the words “‘or in con- 
ne¢iion with or in contemplation of the termination’? where the same appears 
therem and by adding the following words at the end thereof: “, or for the pur- 
pose of financing any contractor, subcontractor or other person in connection 
with or in contemplation of the termination, in the interest of the United States, 
of any contract made for the national defense.’’ 


ProposED AMENDMENT TO SEcTION 717 (c) OF THE DeFENSt« PRODUCTION AcT 
or 1950, As AMENDED 


Subsection (c) of section 717 is amended by adding the following words at the 
end thereof: “or the taking of any action (including the making of new guaran- 
tees) deemed by a guaranteeing agency to be necessary to accomplish the orderly 
liquidation, adjustment or settlement of any loans guaranteed under this Act 
including actions deemed necessary to avoid undue hardship to borrowers in 
reconverting to normal civilian production. All of the authority granted to the 
President, guaranteeing agencies, and fiscal agents, under section 301 of this Act 
shall be applicable to actions taken pursuant to the authority contained in this 
subsection.”’ 


Proposep New SuBSEcTION (B) OF Section 717 oF THE DEFENSE PRODUCTION 
Act oF 1950, As AMENDED 


Notwithstanding section 717 (a), section 301 shall be effective during time of 
war or national emergency procialmed by the Congress or the President (including 
the national emergency proclaimed December 16, 1950). 

Mr. Kyes. In addition to the above amendments, this Department 
recommends that, in the interest of enabling expeditious action in the 
event of future mobilization efforts, the Congress give consideration to 
the desirability of making permanent the loan guarantee authority 
contained in the existing section 301 for periods of war or national 
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emergency proclaimed by the Congress or the President without the 
necessity of reenactment during such periods. 

Price and wage stabilization: Price and wage stabilization controls 
are not administered by the Department of Defense, and this Depart- 
ment does not feel qualified to pass upon the manner of effectuating 
such controls. It showld, however, be pointed out that the Depart- 
ment of Defense is the largest single purchaser, not only among Federal 
agencies, but in the country as a whole, and its expenditures are 
substantially affected by inflationary trends in the economy. 

While I am of the present opinion that removal of price and wage 
controls will not increase the hazard of inflation and thus depreciate 
the defense dollar, I realize that the Congress must concern itself with 
what measures should be taken in case another emregency should 
occur. Frankly, I have no strong convictions as to the methods by 
which this problem should be met. I am confident that, on the basis 
of the detailed study being given the problem, the committee will 
reach a sound conclusion. 

Control of consumer and real-estate credit: Title VI of the existing 
law, which expires June 30, provides for controls on real-estate con- 
struction credit. It is noted that title VI of Senator Capehart’s bill 
would continue this power on a standby basis and would also restore 
on a standby basis, the former power of control over consumer credit. 
As noted in connection with the wage and price stabilization pro- 
visions above, these matters are not of direct concern to the Depart- 
ment of Defense. However, the Department sees no objections to 
the enactment of the provisions of 8.753 in these respects but suggests 
that the department and agencies of Government more primarily 
concerned be consulted. 

Small Defense Plants Administration: The Small Defense Plants 
Administration, authorized under section 714 of the present’ Maw, 
would expire on June 30, 1953. The Capehart bill, by section 305, 
would extend the life and authority of that Administration for 1 year 
in substantially the same form as the present law. Whatever may 
be the committee’s conclusion in this regard, I can assure the com- 
mittee that every consideration will continue to be given to small 
business by the Department of Defense. 

Voluntary agreements: This Department is ivtally interested in 
the extension of the provisions contained in the existing section 708 
of the Defense Production Act. That section provides immunity 
from antitrust prosecution to members of industry participating with 
the Government in matters required for defense within the scope of 
approved voluntary agreements. I think the tanker pool formed for 
the expeditious movement of Near East petroleum products has 
demonstrated the value of this authority. 

Civilian employees: The Department of Defense favors the exten- 
sion of authority in title VII of the existing law for the employment 
of experts and consultants including personnel serving without com- 
pensation, and with the benefit of exemptions from certain conflict-of- 
interest statutes 

The Department also favors the extension of authority to employ 
persons in the grades of GS-16, -17, and —-18, but favors the exemption 
of these positions from the competitive civil service in order that the 
Secretary may have a free hand in selection of persons in key policy 
positions. 
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Housing and rent control: Under existing law, all Federal rent 
control, including that now existing in certified critical defense-housing 
areas, will expire April 30, 1953. <A large majority of the critical 
defense-housing areas have been certified for the benefit of military 
activities to prevent excessive rent increase for military personnel and 
essential civilians at military installations. Of the areas now certified, 
approximately 100 contain major military installations, the presence 
of which was directly responsible for justifying the original certification 
action. 

Control in these critical areas has (1) prevented unwarranted and 
abnormal rent increases, (2) prevented interference with the produc- 
tion and other military functions essential to the defense effort, and 
(3) generally speaking, benefited the morale and welfare of all military 
personnel residing in controlled defense-rental areas. Accordingly, 
it is recommended that the bill be amended to provide for a continua- 
tion, without lapse, of the existing authority to certify critical defense- 
housing areas for purposes of rent control. 

The critical areas should, of course, be constantly reviewed to 
determine that serious housing conditions still exist which justify the 
continuance of rent controls. Where the acute housing shortages 
have been alleviated, and the situation no longer requires rent con- 
trols, the designation as a critical area should be withdrawn. It 
should be noted that other departments and agencies of the Govern- 
ment are concerned as to the effect of the removal of rent controls 
on the population as a whole. Therefore, it is suggested that advices 
on this matter be obtained primarily from those agencies. 

Before concluding this statement, I should like to briefly comment 
upon S. 1081, also before this committee, which was introduced by 
Senator Capehart subsequent to S. 753 for himself and on behalf of 
several other Senators. 

S. 1081 would authorize the President to apply price, wage, and 
rent controls for a temporary period of 90 days when he finds that 
such controls are necessary in the interest of national security or 
economic stability. In effect, this would permit a ‘freeze’? by the 
President until Congress had time to act. With the exception of 
rent control in critical defense-housing areas, as I stated in relation 
to title [V on wage and price stabilization, the freeze technique would 
be one way in which Congress could meet the threat of future 
emergency. 

It must be emphasized, however, that S. 1081 deals primarily with 
the matter of price, wage, and rent stabilization. The Department 
of Defense believes, as I have previously pointed out, that the defense 
effort requires the continuation of certain other defense production 
aids covered in 8. 753. 

Mr. Chairman, that concludes my statement. 

The CuarrMan. Are there any questions? Senator Bush. 

Senator Bus. On page 4, Mr. Secretary, you speak about, “of 
direct concern to this Department is the power to guarantee loans to 
assist and expedite national defense production.” Is that the V-loan 
process? 

Mr. Kyes. Yes. It is no different than we have been operating. 

Senator Busn. It is the same? 

Mr. Kyes. Yes. 
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Senator Busu. Is that working satisfactorily, in the opinion of the exce 
Department? If one of your colleagues wishes to answer, it is alright actu 
with me. war 

Mr. Bacuman. We think so, Senator; yes. can’ 

Senator Busu. You think it is? cum 

Mr. Bacuman. We think it is doing a great deal of good dies 

Senator Busn. It has been said, for instance, by those who favor tual 
continuance of the RFC, that the V-loan is very difficult for smaller N 
companies to obtain. They don’t seem to deal with it very well. of ¢ 
They find themselves much better able, they say, to handle their self. 
defense work if they can get an RFC loan than if they end up by going A 
through the V-loan process. pere 

Have you any comment about that, or not? in i 

Mr. Bacuman. I have not dealt with the RFC for some time. The T 
figures show that the loans that have been made, which have been cov. 
guaranteed, are about 1,200 in number, which have included a very wal 
high percentage of loans to small business concerns. N 

At the end of December, Senator, there had been 1,156 applications in 1 
authorized. inv: 

Senator Busu. Over what period? wol 

Mr. Bacuman. The act was passed in, I believe, September of 1950. the 
It would be from October 1950 on. in t 

Senator Busu. A period of more than 2 years? 1 

Mr. Bacuman. Yes, that is right. Of that number, at that time, a cv) 
total of 75 percent had been on loans under a million dollars. The N 
Federal Reserve Board for the overall program at the end of the year, 7 
and most of the program has been in the Department of Defense, but rec 
it also includes other departments, gives a figure, if I recall correctly, d 
of about 74 percent in number of the total to concerns having less ia 
than 500 employees, which is still the prevailing measure of a small isn 
business concern. 

Senator Busu. How many of those loans went to concerns having 
less than 500 employees? 

Mr. Bacuman. About 74 percent. ; 

Senator SpaARKMAN. I don’t believe that was the test. He said that the 
75 percent were loans of less than $1 million. 

Senator Busu. He said that 74 percent were to companies with less cas 
than 500 employees. cal 

Mr. Bacuman. They come out at about the same percentage by his 
both tests. 

The CuarrMan. Will you yield one moment? Let’s see if we under- all 
stand exactly how that works. Let me ask you this: These loans are an 
handled in this way, are they not, and if not, you correct this? No 
V-loan can be made to anyone unless they have either a prime Govern- wi 
ment contract or a subcontract, is that right? 

Mr. Bacuman. Yes. 

The Cuarrman. Then if a producer has a prime contract or sub- £0 
contract, he goes to his bank and makes an application for a V-loan, TI 
filling out certain forms, which go to the Federal Reserve Bank, 
which acts as your agent. Then you certify that the producer has th 
either prime contracts or subcontracts; he lists them, gives the 
amount and other criteria. Then the bank, with your approval, to 
gives them a certain credit, enters into a contract with them for a ak 
certain amount of credit. But they cannot borrow any of that money al 

m 





a 


inion of the 
it is alright 


who favor 
for smaller 
very well, 
andle their 
up by going 


time, The 
have been 
ided a very 


ipplications 
ber of 1950. 


hat time, a 
liars. The 
of the year, 
lefense, but 
I] correctly, 
having less 
of a small 


‘rms having 


le said that 
es with less 
centage by 


f we under- 
se loans are 
this? No 


ne Govern- 


act or sub- 
ra V-loan, 
rve Bank, 
oducer has 
gives the 

approval, 
them for a 
hat money 


STANDBY ECONOMIC CONTROLS 1343 


except on the basis of putting up as collateral 80 or 85 percent of their 
actual war goods material inventory and 90 percent of their actual 
war receivables. They can’t borrow money on civilian goods; they 
can’t borrow money except for war material inventory. They ac- 
cumulate war material receivables, plus an accumulation of tools, 
dies, and jigs, and engineering, for which the Government will even- 
tually pay them, is that right? 

Mr. BacuMan. That is substantially correct, Senator. The thesis, 
of course, is that these loans should be paid out, that they should be 
self-liquidating, out of the defense activity. 

And in the general run of cases, the measure of something like 90 
percent of receivables, and something below 100 percent of investment 
in inventory, is regarded as a prudent standard. 

The CxHarrMan. Isn’t it true, in every instance, that they are 
covered by collateral of war-goods inventory; tools, dies, and jigs, or 
war-goods receivables? 

Mr. Bacuman. They are measured by those things, Senator, but 
in the ordinary course of events it wouldn’t go so far as to actually 
involve the hypothecation of inventory. The defense inventory 
would be the measure, rather than the collateral. There would be 
the assignment of the proceeds of defense contracts and subcontracts 
in the main line of cases. 

The CuHarrmMan. Under the V-loan, you do not loan money for 
civilian production or civilian inventories or civilian receivables? 

Mr. Bacuman. No, sir, the measure is all on the defense side. 

The CuairMan. It must be 100 percent defense inventory, defense 
receivables or preparation for the production of defense materials? 

Mr. BacuMan. That is correct. 

The CaArrRMAN. Such as machine tools, or tools, dies, and jigs; 
isn’t that correct? 

Mr. BacuMan. That is correct. 

The CuarrMan. Therefore, it is a 100-percent war effort? 

Mr. Bacuman. That is right, 

The CuarrMan. Then, they can only borrow up to a percentage of 
the categories I have just named; is that correct? 

Mr. Bacuman. That is right, except there have been occasional 
cases where the contractor was sufficiently important, and his working 
capital sufficiently thin, that the case had to be tailor made to meet 
his requirements. 

The CuarrMan. In every event, it becomes a direct obligation upon 
all the assets of any given company, in addition to his war inventories 
and receivables. He must pay it? 

Mr. Bacuman. For all substantial purposes, it is the same as a loan 
without guaranty. 

The CuarrMaNn. Do you know of any defaults up to this time? 

Mr. Bacuman. Yes, sir. There have been a few cases that have 
gotten in trouble, and some that the military have had to purchase. 
They haven’t amounted to any great amount yet. 

The CuatrMaN, Approximately what, would you say, if you have 
the record? 

Mr. Bacuman. At the end of January, Senator, there had been a 
total of—I am speaking from memory here, I don’t see the figure— 
about $13 million, I think, in all of the loans that have been purchased 
and the amount remaining outstanding on those was about $8% 
million. 
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The Cuarrman. And the losses to date are what? 

Mr. Bacuman. There have been no cases entirely wound up. The 
Army has been able to estimate some losses. It is still in the esti- 
mating stage. So far, the guaranty fees that have been collected, net 
of the reimbursable expenses paid to the Federal Reserve banks run a 
few million dollars ahead of the estimated losses. Of course, that is 
all estimating at the preseat time. 

The CuarrMan. It is a very small percentage? 

Mr. BacuMan. Yes. 

Senator Buss. Mr. Chairman, this 1,156 borrowers seems to me a 
rather small number. I am surprised the number is so small. Of 
course, there must be numerous contractors that are not borrowing 
under the V-loan. 

Mr. Bacrman. That is correct. 

Senator Busn. Have you any idea of the percentage of contractors 
and suppliers who are borrowing under the V-loan? Is it 10 percent? 
20 percent? have you a rough estimate or an exact estimate? 

Mr. Bacuman. On number, I think we have none at all. On the 
figures, bank loans, unguaranteed, but for defense purposes, as against 
those for nondefense purposes, we don’t keep the figures. I could get 
them, or they can be readily had, I believe, from the Federal Reserve 
Board Statistical Office, where they would keep that kind of thing. 

Senator Busn. Have you any figure in mind that this 1,156 com- 
pares with? How does that compare with borrowers under World 
War II conditions, 1945? What would be the number? 

Mr. Bacuman. In number, I believe the War and Navy figures, 
which were most of the activity—the Maritime Commission was the 
only other guaranteeing agency in the war—the total number of loans 
authorized ran around—this is rough—9,000 during the whole war. 
Those aggregated something over 10 billion during the 4 years of the 
war. 

At the peak, there were outstanding on those about $2% billion, as 
to which this $900 million, I would say, is pretty high. 

Senator Busx. Did you say what total dollar volume is involved 
in these 1,156 credits? 

Mr. Bacuman. There were outstanding, at the date I gave, about 
$900 million in loans actually in use, and the total credit guaranteed, 
that is, in use, plus the remainder of the credits that could be used, 
was about $1.5 billion. 

Senator Mayank. Mr. Secretary, have you someone with you 
who is familiar with your allotments? 

Mr. Kyes. Yes, Mr. Baker can answer questions on that. 

Senator Maysank. I wanted to ask Mr. Baker if he is certain now 
that the military are getting all they need. My purpose in asking 
that was because of the testimony of Mr. Van Fleet, because of a state- 
ment that Senator Capehart and myself issued jointly from the joint 
committee. 

[ have in my hand here a table that the committee worked up, 
showing that the returns to the DPA reserve have been quite sub- 
stantial. I am wondering why the military asked for more than they 
needed, and then had to return it to the reserve, and then have people 
on the fighting say we don’t have sufficient—well, you have seen what 
they have said in the paper. I am wondering if you are now satisfied 
that they have enough? 
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Mr. Baker. That is a trifle out of my field. I am primarily in- 
terested in the methods area of how allotments are made, and that 
sort of thing. 

Senator MayBanK You know we have had several hearings here. 
You know we were told by Mr. Fleischmann, Mr. Charles Wilson of 
GE, and others, that the military was given all the allotments they 
asked for, in reason, and in addition to that, they returned a great 
deal of steel, aluminum, brass, copper, and so forth, all of which these 
figures, which I am going to ask to have put in the record, will show. 

The CuarrMan. They will be inserted in the record at this point. 

(The material referred to follows:) 


Department of Defense requirements, allotment authority, and returns to DPA reserve, 
Ist quarter, 1952, through 2d quarter, 1953 


| 
Steel Copper and copper-base 














alloy | 
| | Alumi- 
Brass mill} | num 
‘, | | Stain- | cup-and-| Wire | Found- 
| Carbon Alloy | ‘jess 1 dise mill | ry 
basis 
| | Thous.| Thous. | Thous.| TAous. | Thous. 
Ist quarter, 1952 Tons Tons lhs lbs | dbs. | Ibs ibs 
tequirements |} 2,191,070 531, 512 | 83,673 213, 650 | 43,329 | 10,652 | 268, 815 
Total allotment authority (in- | | 
cluding supplementals) | 2,045, 200 440, 000 | 88, 400 196, 390 | 38, 500 | 21,800 | 274,100 
Returns to DPA reserve 343, 144 55,000 | 18, 400 32, 370 3, 794 3, 278 | 7,100 
Issuances (final) | 1, 405, 109 299, 512 | 50, 726 143, 340 | 20,344 | 14,033 | 202, 036 
2d quarter, 1952: } | | 
Requirements | 2,254,174 447,742 | 94, 463 214, 600 | 47,888 | 23,254 | 205, 610 
Total allotmer.t authority (in- | | | | 
cluding supplementals) - - | 2,139, 677 432, 674 | 90, 021 206, 640 | 39,951 | 20, 322 | 276, 790 
Returns to DPA reserve... | 439, 614 89, 611 | 27,713 19,430 | 8,351 | 1,622) 50,600 
Issuances (final) ..... | 1, 501, 236 286, 099 | 54, 503 173, 180 | 28,377 | 16, 463 107, 989 
3d quarter, 1952 | 
Requirements 2, 051, 265 399, 021 | 79, 387 163, 821 | 37,473 | 10,457 | 231, 563 
Total allotment authority (in- | | 
cluding supplementals) - - 1, 976, 469 385, 935 | 76, 750 188, 056 | 33,454 | 20,166 | 234, 064 
Returns to DPA reserve 546,385 | 111,851 | 28, 642 15, 865 4, 254 2,666 | 21, 364 
Issuances (final) | 1,365, 842 263, 104 | 47,247 | 156,136 | 25,752 | 14,927 | 183, 363 
4th quarter, 1952: | | 
Requirements | 1,883,621 | 382,452 | 73, 727 182,070 | 32,726 | 20,654 | 250, 066 
Total allotment authority (in- | | | 
cluding supplementals) - - | 1,825,000 | 372,000 | 72,000 198, 660 | 32,000 | 19,400 | 258, 000 
Returns to DPA reserve 292,000 | 47,000 | 21,900 | 13,460 | 4,200| 2,300 | 44,000 
Issuances (as of Jan. 31, 1953) 1, 402, 722 276, 829 | 41, 338 163, 551 | 23,714 | 14,484 | 100, 707 
ist quarter, 1953: | | | | 
Requirements 1,910,157 | 358,839 | 65, 199 200, 149 | 32,159 | 22,688 | 253, 366 
Total allotment authority (in- | | } | | 
cluding supplementals) - - 1, 830, 000 358,000 | 65, 000 200, 000 | 31,750 | 22,500 | 253, 200 
Returns to DPA reserve - - 330, 000 12,000 | 13,500 | 47,000 | 2,755 | 5,900} 30,200 
Issuances (as of Jan. 31, 1953) 1, 429, 829 342. 491 | 50, 887 143, 342 | 25,890 | 15,228 | 223, 870 
2d quarter, 1953: | | 
Requirements 1, 725, 000 310, 000 | 61,000 195, 500 | 20,500 | 18,800 | 230,000 
Total allotment authority (in- | 
cluding supplementals) - - 1, 725,000 | 325,000 | 61,000 198, 500 29, 500 | 18,800 | 230,000 
Returns to DPA reserve 5, 000 7, 000 12, 500 200 300 6, 000 
Issuances (as of Jan. 31, 1953) 1, 102,459 | 271,768 | 46,412 | 87,045 | 18,358 | 12,010 | 184, 124 








! 1st and 2d quarter, 1952, total stainless steel; 3d quarter, 1952, through 2d quarter, 1053, nickel-bearing 
stainless steel. 


B) 


of materials that we request in the form of an allotment from the 
Office of Defense Mobilization, or DPA, as the former agency was 
known, 

The reasons for returns are several. In the main, it results from 
a change in a major military schedule, such as a cutback in the air- 
craft schedule or a cutback or shift in the pattern of a standing 


Mr. Baker. It is true, we are receiving, in general, the quantities 





—, ; 
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schedule, which results in a lessening demand for the materials and 


they are, therefore, returned. : 
The allotments themselves are not a measuring factor against the i 
results of a program, such as the ammunition program, to which you — 
are referring. ' mn 
Senator Maysank. What about the steel program? I am not | 
going into the details of what General Van Fleet said in executive yn 
session before the Appropriations Committee; but it was ammunition dor 
and you know that. I want to know if you are satisfied that they rs 
now have what they need? i of | 
What about the schedule and cutbacks? I don’t intend to talk als 
about the military, but the situation, certainly in Korea, from what . 
I learned on the radio this morning—that is all I know—is not as good = 
as we would hope it would be. I want to know if you are satisfied, ” 
now, there is no lack of anything that is needed? We can’t tell the we 
Army when to have deliveries. But it was the business of the joint oe 
committee to make certain that the military got what it wanted; _— 
and you think they did? ve 
Mr. Baxer. I couldn’t say that as flatly as that. There were fac 
things that were critically short, and still are difficult to get. nec 
The CHArrMaAN. Let’s put it this way: At the moment, are you } 
being handic appe 1d by the lack of material? ae 


Mr. Bakur. There, again, Senator, that is out of my field. I am ‘ 


not concerned with the quantitative aspect of the thing too much, ; 
but the me ‘thods that are employed in handling these things. 


The Cuarrman. Maybe Mr. Kyes can answer that question. wh 
Senator Maypank. Have you changed the methods to expedite me 
things? all 
Mr. Kyns. It seems to me the answer to your question is that the 
purpose of this whole system is to give the military the materials ~~ 
that they require to do the job. On the other side, it is the responsi- 7 
bility of the military not to waste materials. 
I would like to mention to the committee that we have been con- oh 
scious of that type of thing and, having had some experience in indus- = 
try, one of the first things I asked when I came into the Defense va 
Department was, “Where are your bills of material and have they mi 
been validated, and do we have a system set up in this place where do 
we know exactly how much gross material and net material we need ; 
of various types and what are we doing to find out what we can elimi- oo 


nate in the way of critical materials?’ f 
Also, I have asked them for man- hours as well. I feel that, as = 


you gentlemen know, we have not been in the Defense Department th 
very long, and I am sorry I can’t answer some of these questions more % 
specific ally. I hope at a later date to be more familiar with many of il 
these things. a 

But I can say this to you, that having been on the other end of the > 
line and having manufactured most of these products, I am extremely ‘ 
conscious of how the whole system of materials works, how it affects th 
the civilian economy, what is necessary from the point of view of ' 
getting your war goods job done. 

I assure you that to the extent of our ability, the fellows in the : 
Military Establishment are going to be extremely conscious of gross Zz 


and net bills of matcrials. 
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Senator Maypank. I am glad to hear that, because the civilian 
economy has never concerned me when we are in trouble, as we are in 
Xorea. From what General Van Fleet said—I purposely didn’t ask 
you about that because you have only been there a short while. 

Mr. Kyns. We are extremely conscious of the problem. We not 
only have a problem of the basic bill of materials, but what ought to be 
done in a time like this so that we in an emergency know how much 
people ought to have so it isn’t ballooned. Likewise, on the other side 
of the picture, not to get into a field that is outside of my field, I am 
also conscious of the fact that those administering the total materials 
should realize there is some pipeline in there so that we have full 
utilization of all the materials. 

The problem we have at the present time is what I would term a 
selective problem of materials. As you well know, there are some 
materials that are more critical than others. But it seems to me 
while on the one side you are giving the military departments the 
material necessary to do their job, we should be very conscious of the 
fact that we should not take 1 pound or 1 ounce more than is absolutely 
necessary to get our job done. 

To that end, we are trying to get the basic system straightened out 
so we have some policing method to see that the ballooning method 
does not go on. 

Senator Maynank. Have you stepped up the production? 

Mr. Kyes. I would rather put it this way: We have made moves 
which we think are resulting in that. But I certainly wouldn’t want 
say to you, without going out personally and checking it, that it is 
all coming up. 

Senator Mayspank. Everybody is very conscious of Van Fleet's 
state nent, conscious of the serious situation in Korea and that you 
are doing everything you can to move in the right direction. 

Mr. Kyes. Senator, if I may say so, we have had a little bit of 
experience with production. Obviously, there are many problems 
about production in an establishment as large as ours. One of our 
problems has been to get all the top team we wanted. We have run 
into a little difficulty in respect to getting some of the people coming 
down, and who intended to come down and help us, but that is life. 

Senator MAyYBANK. It is also in the paper, which also disturbs me 
very much and the other members fo the Appropriations Committee, 
that there was some discussion that there might have been a lack of 
funds. But I have never heard anybody on the stand as yet before 
this committee or that committee who has ever said what we did not 
appropriate what the military asked for. 

Mr. Kyes. Until all the facts can be put together and we can 
evaluate them, I would not want to make any wild statement. I would 
not want to make any statement whereby I would lose your confidence 

The Cuarrman. I would like to place in the record at this point a 
chart showing 39 strategic materials, in which the black line shows 
the percentage produced in the United States and that which we must 
import from foreign countries. I would like to place in the record at 
this point this chart because I think it will be valuable to the com- 
mittee and the Congress in evaluating what we should and should 
not do. 

(The chart referred to follows: ) 
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Senator Ronerrson. As I understand your testimony, Mr. Secre- 
tary, the Department of Defense endorses and recommends S. 753, 
but if the committee decides to report out a quick-freeze bill, which is 
S. 1081, the Depaftment of Defense recommends that certain other 
defense production aids that are included in S. 753 be inserted in S. 
1081; is that correct? 

Mr. Kyes. That is correct. 

Senator Ronertson. Has that position been cleared with the 


White House? 


Mr. Kyes. I don’t know. 
Mr. N&IDERLEHNER. Yes. 
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Mr. Kyess. I so understand. 

Senator Ronertson. That is all. 

Senator Bennett. Mr. Kyes, in making that last answer to Senator 
Robertson, you are referring only to those parts of S. 753 on which 
you have testified this morning? 

Mr. Kyes. Actually, as I put in my statement, these elements are 
the things that we desire and feel are required as far as the Department 
of Defense is concerned. Where you put them in, and how you do 
that, I don’t know anything about. That is out of my field. What I 
am trying to say is that we supported certain sections of S. 753 here, 
and that is our point of view. How it is done, and so forth, is entirely 
beyond our field. 

Senator Busa. | think that changes 

Mr. Kyrs. I am relying on the information of the attorney here 
in respect to the position, and so forth, as to the administration. I 
don’t know the real answer to that. 

The CuarrMan. Do you feel we might well have a big emergency 
here in the future? 

Mr. Kyns. Senator Capehart, I wish I knew the answer to that. 

The CuHarrMAN. But you feel we might have it? 

Mr. Kyes. We might or might not. I think the thing is in a 
period now that you can’t really tell. I think we certainly ought to 
be prepared for any situation that occurs, and it might well occur at 
any moment. 

The CuHarrMan. You feel we ought to prepare ourselves and know 
exactly what we are going to do in case we do get into a big emergency? 

Mr. Kyes. It would certainly save a lot of time and trouble if we 
had our plans well laid. 

The CHarrman. You testified, I believe, that this year we are going 
to spend $44 billion, this coming fiscal year; is that right? 

Mr. Kyxs. That is, the current fiscal year 1953. 

Senator Roserrson. That is about a $2 billion cut in the spending 
budget. 

Mr. Kyes. At the present time we are reviewing the whole picture. 
I am not in a position to state what we are going to spend from this 
day 

The Cuarrman. If we got a 5-percent increase in prices, it would 
cost the taxpayer, on $44 billion, about $2% billion, since it would 
cost the Defense Department an additional $2'% billion on that basis? 

Mr. Kyes. Obviously, the price structure of the general economy 
affects what we pay for goods. 

The CuHarrmMan. You feel that this matter of how we handle any 
emergency that might come upon us is the responsibility of the 
Congress and not the responsibility of the Defense Department or 
the Administration? 

Mr. Kyes. I am sorry, I didn’t understand. 

The CuHarrMan. I say, you feel the responsibility of how we handle 
or how we prepare ourselves for an emergency is the responsibility 
of the Congress rather than the responsibility of the administration 
or the Defense Department? 

Mr. Kyes. I don’t understand your question. Iam sorry. 

The CHarrMAn. My point is that one of the most controversial 
subjects that we have before this committee is whether or not we 
should give the President the power in case of an emergency, a quick 
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emergency, to freeze prices, wages, and rents and do other things. 
That, I believe, is the most controversial point of our proposed legis- 
lation. ; 

My point is, do you feel that is the responsibility of Congress, to 
deeide how we shall 

Mr. Kyes. Senator, I feel that is beyond my field. I feel our job 
in the Defense Department is to get the job done. I don’t feel I am 
an authority on these other matters, and should not testify about 
things that | don’t have an authoritative position on. 

The CHarrMan. Let me ask you this question: Would you feel 
safer if you knew exactly how we were going to proceed in the case an 
emergency struck? 

Mr. Kyes. I would certainly feel much safer and probably act with 
greater dispatch. 

Senator Buss. I think Senator Bennett’s remarks clarified the 
question on this bill as far as my mind is concerned, but I think the 
record should be absolutely clear that the Secretary did not intend to 
indicate that the White House had endorsed S. 753 as is, but only with 
respect to those matters concerning which he testified. 

The CHarrmMan. I think that has been made perfectly clear. There 
was never any question in my mind but what Mr. Kyes was advocating 
the extension of certain things that were included in 8S. 753, and on 
other points he just was not taking any position at all. 

Mr. Kyes. I am only taking the position of the Defense Depart- 
ment, of course. 

Senator SpARKMAN. I certainly got that impression from Mr. Kyes, 
that he was limiting his recommendations primarily to the allocation 
of materials and the handling of things within the scope of the Defense 
Department. You are not recommending, as I understand, price and 
wave controls? 

Mr. Kyxns. No, sir. I think that is beyond our province. We 
should confine ourselves to our own province. 

Senator SPARKMAN. That was my understanding. I want to say 
this: I have been somewhat confused as various Government wit- 
nesses and others have appeared before us. I thought, at first, that 
the attitude of the administration was, perhaps, in favor of nothing 
except some controls on materials. The President stated that, if | 
remember correctly, in his state of the Union message. 

But as we have proceeded, and as the different ones have appeared 
before us, it seems to me there have been so many recommendations 
of so many different things to be included along with the quick freeze, 
that we are almost at the point of having a comprehensive control 
bill recommended by the administration. 

I wish somebody, in the overall, could straighten us out on that. 

Senator Brennetr. May I ask the Senator one question? Is it 
your impression that Mr. Flemming yesterday endorsed the quick 
freeze? It is not mine. 

Senator SparKMAN. He told of a lot of things they needed, and 
left it up to this committee to write the legislation. ~ 

Senator Douglas has suggested that, whatever we might pass in 
this line, would not be vetoed, if we follow this line of reasoning. 
But everyone who has been before us, representing the Government, 
certainly pointed out many different things that were needed. There 
has been so much talk of standby controls that I just wonder what we 
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are coming to. I wish somebody could let us know just what the 
administration recommends, so that this committee could have that 
in mind when we start consideration of the final course this bill is 
to take. 

However, I don’t care about laboring that point. 

Senator Busu. I would like to Say, parenthetically 

Senator SPARKMAN. I will be glad to yield to you, but I hold my 
place. 

Senator Busu. If the Senator would yield, it seemed to me the 
record of yesterday would show that the Wnite House, through Mr 
Flemming, very definitely endorsed the thinys that he said before this 
committee. He so stated. 

Senator SPARKMAN. Endorsed what? 

Senator Busu. The things that he stated for the record here 
yesterday. 

Senator SPARKMAN. Did they constitute a 90-day freeze or standby 
controls? 

Senator Busu. On that point he was also quite definite. 
that he didn’t ask for it, but it would be acceptable. 

Senator SPARKMAN. That is the point | make. They have told us, 
separately, so many things that are needed, and then have left it up 
to this committee, that | am somewhat in confusion as to whether they 
want the 90-day freeze, with certain things along the lines which Mr 
Kyes has testified, or whether the want this committee to write a 
program of standby controls 

The CuarrmMan. If the Senator will yield, I think their position is 
that the responsibility lies with the Congress, and that they are the 
executive branch and we art the legislative branch. 

Senator SPARKMAN. I am sure that is true. 

The CuarrmMan. They feel we ought to accept the responsibility 
for the decision as to whether or not we want to do certain things 

Senator SpARKMAN. That must be true ultimately, but we seek their 
recommendations so that we may have them in mind when we are 
voting. 

The CyHarrMan. I appreciate that. May I say this: In every 
instance, every witness, | think, has admitted that there may well be 
a big emergency in which price, wage, and rent controls across the 
board will be needed, and that the question, I think, this committee 
has to decide, is whether or not we ought to make preparations for 
that in advance, and put it on the shelf, to be used ummediately. 
Or whether we ought to wait until the emergency strikes and then 
struggle with it a period of 2, 10, 30, 60, 90, or 120 days, or whatever 
time the Congress might take. 

If history means anything to us, it would mean many, many, many 
days and many, many, many weeks. 

Senator Roserrson. The question I asked the Secretary, if you 
will yield, Senator Sparkman, is whether he had recommended 5. 753, 
and if he couldn’t get that, would he take S. 1081 with certain additions, 
and if that had been cleared by the White House, and was that the 
administration’s position. 

I was trying to make a record that would avoid the kind of debate 
we had yesterday, as to who said what. 

Senator SpARKMAN. And who wanted what. Mr. Chairman, with 
reference to the emergency, I think what you have said no one can 


He said 
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dispute. The question arises in my mind, Mr. Secretary—I would 
be very glad for you to comment on this—what will it take to consti- 
tute an emergency, so far as the thing that we are concerned with, 
that is, inflation? 

Mr. Kyes. Senator, as I pointed out to you, this wage and price 
thing, from my point of view, the Defense Department, is one that 
should be discussed with the people that have to do with it. 

Senator SPARKMAN. I realize that. 

Senator MaysBank. Will the Senator vield? That is a very im- 
portant question, if you are going to spend $44 billion this year. 
You are the biggest buyers on earth. 

Senator SpARKMAN. That is the point. I gather from your state- 
ment that, during the present fiscal year, we are going to spend more. 
After all, the thing that creates inflation is expenditures rather than 
appropriations; isn’t that right, Mr. Secretary? 

Mr. Kyes. I think so. 

Senator SPARKMAN. It is the money spent, rather than what the 
budget calls for, that is what creates inflation, as compared to the 
intake? 
® Senator Payne. Will the Senator yield? Senator, the only thing 
I think we should keep in mind—~you are referring to page 2—is the 
fact that he states: 

Expenditures rose from a little less than $20 billion in the fiscal year 1951, to 
$39 billion in the fiscal year 1952, and are presently estimated at approximately 
$44 billion for the current fiscal year. 

But that is expenditures and is not commitments or obligations 
which were incurred as a result of prior appropriations. 

Senator SpARKMAN. I understand that. 

Senator Payne. Simply liquidating work in progress. 

Senator SPARKMAN. I understand that. That is the thing—perhups 
I shouldn’t say this, with this economist sitting on my left—that 
determines inflationary pressures. It is the money you spend, not 
the money you budget, nor the money you appropriate. Is that 
right, Mr. Economist? 

Senator Dovetas. It sounds reasonable. 

Senator SPARKMAN. As compared to the intake. 

Senator Rosertson. The distinguised Senator from Wisconsin, 
Mr. McCarthy, speaking of the mess that the Republicans had in- 
herited in Washington, said that the Democratic administration had 
left them $80 billion of unpaid bills. Just how he figured that out, I 
do not know, but that is the way he put it. 

Senator SpARKMAN. As a matter of fact, I was going to ask the 
Secretary that a little later in a little different manner. I wanted to 
ask him how much unexpended balances we have for which contracts 
have been made. 

My understanding is that these unpaid bills are those unexpended 
balances for commitments; isn’t that right, Mr. Secretary? You 
have many billions in your Department. 

Senator Roserrson. Of contracts already let. That is the total 
authorization. 

Senator Busn. That is right; not contracts, but authorizations. 

Senator SparkMAN. Further than that, appropriations, because the 
Appropriations Committee has been appropriating —— 

Senator Busn. That is right. 
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Senator SpaRKMAN. No money is authorized to be spent until it is 
appropriated, and the $80 billion to $85 billion represents—— 

Senator Busu. But not contracts. 

Senator SpaRKMAN. Not necessarily, but they are commitments. 

The Cuarrman. May I say, as a businessman over a period of 
about 30 years, if 1 would have to have taken everything I had on 
order, meaning orders for materials that I had to order in advance, I 
would have been unable to have sold a single penny of it. 1 would 
have been bankrupt at all times, because every business, of course, 
sits down and decides what they are going to produce, X number of 
automobiles, radios, or something else, and they issue purchase orders 
for supplies to be delivered over a period of months. 

If all that material came in and you didn’t sell 1 penny of it, you 
would be bankrupt. The Government must operate, at least the 
Defense Department must operate, on the same basis, and they must 
issue orders and buy materials, because there is always a lead time on 
everything they buy. They can’t avoid that. They must make 
commitments in advance. 

Senator SpaARKMAN. That is right. 

The CHarrMan. You can’t run a manufacturing business without 
it, and you can’t run a Defense Department without it. 

Senator SpARKMAN. We have lead times on airplanes that may run 
as much as 3 years, do we not, Mr. Secretary? 

Mr. Kyes. That varies, of course. 

Senator SpARKMAN. I say, it may run that much. 

Mr. Kyes. Whether the research is lagging, trying to get it into 
production while there is research going on, it varies. You can’t 
specifically answer lead times until you know all the conditions 
surrounding it. 

Senator SPARKMAN. You do have various products that the Defense 
Department procures that may run 2 or 3 years from the time you 
make the original contract, isn’t that right? 


Mr. Kyes. I understand there are some that have that. 

Senator SparKMAN. That explains the piling up of unexpended 
balances? 

Mr. Kyes. I haven’t been able to go through it all in the time I have 


been there. 

Senator SPARKMAN. 
many times. 

The CuarrMan. It is very simple. You place an order for 10,000 
trucks, and the delivery schedule of 10,000 trucks—lI could use any 
item—let’s say is 3 years. You get so many of them each month. 
The total contract which you enter into is, let’s say, $100 million, and 
you pay for the trucks over a period of time, as they are delivered, 
as you do in any other business. 

That contract, of course, is something you pay for as it is delivered. 
You can’t operate the Defense Department on any other basis. 

Senator SPARKMAN. I am not arguing that 

The CuarrMan. I know you are not. I wanted to make sure 

Senator SPARKMAN. You are absolutely right. But I believe, when 
a statement is made on the Senate floor, in the manner in which this 
was made yesterday, it is only right, when we have the agency of the 
Government that spends most of that money before us, to set the 
record straight. 


I can tell you that we have been through 
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The Cuarrman. That is why I made the statements I have just 
made, because anyone making a statement such as you have just 
quoted, of course, just doesn’t understand the operation of a business 
or doesn’t understand the operation of the Defense Department. 

Senator SparRKMAN. I notice in the January 1 publication of the 
Eighth Quarterly Report by the Director of Defense Mobilization, it is 
stated that at that time there was still in the pipeline $81 billion of 
goods on order or for which funds are available; undelivered items 
include many of the most difficult to produce, some not yet ready for 
production. 

Senator Roserrson. | just want to call your attention to an 
article in the April Reader’s Digest, arguing the matter of airports 
closer to our continent than to the Soviet Union. The author of that 
article said that our long-range jet bombers of speeds comparable to 
a MIG would not be delivered prior to 1957. That is 4 years away. 
It must just be on the drawing board now. 

Senator SpaARKMAN. In that connection, didn’t I see a report a short 
time ago quoting Secretary Wilson telling about an air defense pro- 
gram known as the Project Lincoln that was under study that would 
cost $20 to $25 billion to put into effect? 

Senator Bricker. Did you see it? 

Senator SpaARKMAN. Yes, I did. I know nothing of the details, but 
it has been talked about, anyhow. 

Mr. Secretary, I will ask this question. The spending in your 
statement is predicted to be $44 billion during the present fiscal year. 
Do you anticipate it will be any less than that during the next fiscal 
year? 

Mr. Kyes. Senator, we are reviewing the whole picture, and I am 
not in a position to give you an answer to where we are going to be, 
because there are many things that are occurring every day. There 
are many things we have to look into. Every day you know a little 
more about it. We are in the fluid state of trying to find out just 
exactly what should be the proper figure or what can be done about 
it, trying to go over items, as far as money is concerned, and items as 
far as the national security is concerned. 

We have the problem, on the one side, of looking at the national 
security side, which, of course, everybody in America is interested in; 
and, on the other side, we are interested to know what it costs to do 
these things. We are trying to do the best job we can, reviewing the 
picture. We are in the midst of that today. I certainly am not 
prepared to make a statement. 

Senator Dovenas. Will the Senator yield for a moment? I would 
like to point out that Assistant Secretary McNeil, in a press release 
issued on January 9, which was, I think, the same day that President 
Truman’s budget was submitted, said that the Truman defense budget 
understated what the expenditures would be. 

President Truman estimated the military functions of the Depart- 
ment of Defense 1952-53 expenditures at $43.4 billion, and the 
MeNeil release stated they would be $45 billion, or up over a billion 
above the Truman budeet. 

For fiscal year 1954 the Truman budget of expenditures for military 
functions was fixed at $45.5 billion, but Assistant Secretary McNeil 
seid that was an understatement by $2% billion and that it would be 
$48 billion. 
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Secretary McNeil has, I think, quite properly been continued in 
office by the new administration. He has the reputation around here 
of being a tight man with a dollar. I think the statements which he 
made a little over 2 months ago have real bearing on this point. 

Senator SpaARKMAN. He is the comptroller for the Defense Depart- 
ment. 

Mr. Kyes. He is Assistant Secretary of Defense, Comptroller. 

Senator Bennett. Will the Senator yield for one observation before 
we leave that? 

Senator SpARKMAN. I am not going to leave it. 

Senator Bennett. Yesterday, Senator Douglas reviewed the 
development of inflation throughout the Korean situation. Senator 
Robertson has done it. Earlier in your questioning, Senator Spark- 
man, you indicated the fact that our defense expenditures had risen 
from $20 billion to $44 billion and represented a problem, a current 
threat to inflation. Yet we had inflation when we were spending $20 
billion. But in the face of $44 billion we feel controls is no longer 
necessary at this time, and nobody is suggesting that price and wage 
controls must be continued. 

So, as an amateur economist, I would like to correct the impression 
that the fact that we are spending $44 billion is a prime cause or 
could be a prime cause of more inflation at this present time, whether 
it is $44 billion or $48 billion. 

Senator Doucuias. This is becoming a sort of Donnybrook Fair. 
[I won’t say I am not in favor of continuing direct controls at the 
present time. 

Senator Benner. I know. 

Senator Dovuctas. But if you have a greatly increased rate of 
defense expenditure in order to maintain security, and if at the same 
time you are going to have a decrease in taxes, as Congress seems at 
the moment hellbent on putting into effect by failing to renew the 
present taxes, then obviously you are going to have an increased 
Government deficit. 

If you are going to have an increased Government deficit, it will 
force borrowing, and to the degree to which the loans to the Govern- 
ment cannot be made out of savings. They will be made from bank 

credit, and to the degree bank credit expands in relation to goods, 
the ‘re will be an increase in prices. All we are trying to do is indicate 
that we will waive immediate controls but there are danger signals 
ahead, even in advance of an emergency, even in advance of a further 
armed attack. 

Senator SPARKMAN. The point I want to make is this: I realize the 
figures are not the sole causes of inflation, because, after all, you have 
various factors to take into consideration. But when your outgo is 
greater than your intake, you have inflation and there is no way to 
escape it. This is the only point I want to make. Usually when we 
speak of “emergency,” I think most people think of an outbreak of a 
general war. We can have an emergency, so far as inflation is con- 
cerned, without any outbreak of war. In other words, if in order to 
maintain the security of this country we spend greater sums and throw 
our economy more out of balance, then you create an inflationary 
emergency. 

The Secretary says he is not prepared at this time to anticipate 
the overall expenditures for next year, as to whether or not they will 
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be less. Mr. Secretary, recently when the controls went off we were 
told that the price of some materials went up sharply. I don’t 
know how many. Copper, I believe we were told, went up 4 cents a 
pound the same day. | robably it was due to go up. I am not argu- 
ing it wasn’t. I am wondering if there has been any calculation 
made by the Department of Defense as to what the increase in prices 
on critical materials cost the Defense Department. 

Mr. Kyzs. Senator, I was cut off there a minute ago before I 
answered the question directly. I think when you look at this matter 
of inflation, it is a matter of relationship. It is a complex one. We 
have expanded our production in this country quite considerably, 
and you can’t say that the spending of this money, as such, causes 
inflation. I certainly don’t want to have that impression created. I 
didn’t get a chance to finish what I had to say. There are many 
other things relating to monetary management, and so forth. 

Specifically coming back to this matter of where you mention 
copper, I happened to talk, the other night, to the head of one of the 
largest copper companies in America. I am naturally interested in 
seeing what this price thing is doing to the price picture. He said 
that he hadn’t raised his prices at all on copper. I have known the 
man for a long time and I think I can take his statement at face 
value. 

Senator SPARKMAN. You mean, the price you had to pay for it? 

Mr. Kygs. No, he meant the prices in the open market. He is a 
very prominent producer. 

Senator Bricker. It is not an index of the price increase anyway, 
because of the distortion of the foreign copper purchased and the 
domestic price of copper. It is not a proper index of what has hap- 
pened and will happen. 

Senator SparKMAN. I did not contend it was. I made the state- 
ment that perhaps copper was due to go up. I didn’t pass on that. 

Mr. Kygs. My personal opinion is that steps are being taken here, 
as suggested under the present conditions, which might cause some 
inventories to come out in the market which would be good. 

Senator SPARKMAN. I want to ask a question or two eas V-loans. 
You gave us the number of V-loans that had been approved. Do 
you also have a showing there as to those that have been rejected? 

Mr. Bacuman. The same figures at the end of 1952 show, for the 3 
military departments, a total of 160 loans declined. 

Senator SPARKMAN. 160 declined? 

Mr. BacuMaNn. Yes. 

Senator SpARKMAN. What percentage of those were small loans? 

Mr. Bacuman. That was from the beginning of the program until 
the end of 1952, the 160. 

Senator Busu. That is more than 2 years? 

Mr. Bacuman. Yes. Senator, I think you could work it out that 
the declines have been mostly—TI think it sticks out from the figures 
in the field of small business, on the theory that small business does 
not, ordinarily, undertake to borrow millions of dollars. 

On that basis, the declines at that time aggregated $43.2 million. 
If you spread that over 160, you reach the conclusion that most of them 
were small concerns. 

Senator SpaRKMAN. When you come to those loans, do you refer 
them to the Small Defense Plants Administration? 
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Mr. Bacuman. Senator, not so long ago the Small Defense Plants 
Administration asked that, whenever a loan was being turned down, 
they be notified so that they might have an opportunity to undertake 
to do what they might want to do by way of routing the case into the 
RFC to be recommended by SDPA, if they decided to recommend 
it, and that is now being done. 

Senator SPARKMAN. The complaint was made to us that the reason 
small business was not able to get loans under section 301 was that 
you had a requirement as to the availability of sources; in other words, 
let’s say, it was shown there was no alternative source readily avail- 
able, and that in the case of small business, generally, they don’t, 
most of them, go in for specialized production. They are not alone. 
There are many, many businesses in that same field. You have had 
rather extensive correspondence with the SDPA on that, haven’t you? 

Mr. BacuMan. We did, some time back. It is not as simple as it 
sounds, though. At the year’s end we checked into the number of 
cases that had been identified in the Department as having been 
turned down solely on this alternative-source ground, and we found 
a total of 56 cases identified for the 2-plus years, in an amount running 
a little over $11 million. 

It is a troublesome question. It has been. We have undertaken, 
in the joint regulations adopted last year, to make it as plain as words 
can make it that the thing is not a matter of saying, “Well, there is 
some alternative source we could use; therefore, no guaranty.’”’ You 
may or may not have seen, Senator, the joint regulations. They are 
here in the staff. But, among other things, we have said this, and 
have tried to have it widely understood: First, the words are, that 
“there is no alternative source readily available, without prejudice to 
the national defense.” 

The basic concept is, that if there is no reason whatever to support 
a particular concern, productionwi ise, that there is a stopping point 
somewhere. The fact that a great many have been made has indi- 
cated to us it is not as great an obstacle as it has sometimes been 
represented to be. 

But in these joint regulations, we have said that the certification 
is founded on practical considerations, including the urgency of 
supply schedules, technical and plant capacity, and unwillingness of 
other suppliers, time and expense involved in reletting parts, or all, 
of contracts, which is quite important, including the expense of termi- 
nations for convenience, and delays incident to ‘future determinations 
of default, comparative prices, effects of interruptions of established 
subcontracting arrangements, and other pertinent practical factors. 

We have also tried to make that still clearer by saying that, in 
addition to those practical factors, it is also intended that, in deter- 
mining whether the materials can be procured readily from an alterna- 
tive source, without prejudice to the national defense, due considera- 
tion be given to the effect of the use of alternate sources on the 
established major policies affecting procurement, such as _ those 
relating to broadening the industrial base. 

Then we state that if a reletting would involve conflict with any of 
those major policies, such a reletting would be deemed prejudicial to 
the national defense. In other words, we are conscious of the problem 
and have done all, I think, we can do to make, as rare as can be made, 
the kind of case where this particular concept would bar anybody 
who otherwise should have a guaranteed loan. 
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Senator SpaRKMAN. I believe that is all right now, Mr. Chairman. 

The CuarrMan. Are there any questions, gentlemen? 

Senator Brickur. Just one question of the Secretary. The ques- 
tion of expenditures in the Defense Department might or might not 
cause inflation, if inflation is interpreted in the terms of prices of 
commodity goods. That might be further affected by the amount of 
production that is available in consumer goods, outside of the military 
defeuse program, whatever it might be. As long as there is an ade- 
quate production of the goods that people want to buy, it is not 
necessary that the additional expenditures ot the Defense Depart- 
unent would be reflected in higher prices of either defense goods or 
consumer goods in this country? 

Mr. Kyws. Senator, that is why I said I was cut off back there. I 
didn’t get a chaace to finish my statement. 1 want to make it quite 
clear that I don’t feel the expenditure of the money, so far as the 
Defense Department is concerned, of itself, could cause inflation. 

You have all the relationship of productive capacities, the desires 
of people, as you state, and many other factors which affect it. I 
think sometimes people confuse cause and effect. 

Senator Bricker. It has become popular to call inflation ‘‘prices,”’ 
and say, ‘‘High prices is inflation.”” It doesn’t necessarily run through 
to higher prices, if there is adequate production. 

Mr. Kyes. Basically, you have the problem of supply versus de- 
mand, so to speak, stating it simply. Of course, we have a complex 
monetary policy, which also affects it. 

The Cuarrman. Mr. Secretary, you weren’t here yesterday, and 
| don’t presume any of your people that are with you this morning 
were either. We placed in the record a report showing each of the 
contracts that the Office of Defense Mobilization had made with many 
producers and manufacturers of the United States. 

I think there were 3 or 4 categories, minerals, metals, machine tools, 
and other basic commodities. I think the contracts total some $6 
billion, under which the Government is obligated to take those ma- 
terials, unless the people with whom they made the contract, can sell 
them at the price specified in the contract. (See p. 1296.) 

I don’t anticipate the Government will have to take over any of 
those contracts, but they might well have to do it. 

At the moment, the law is open end on it, meaning, that should the 
Government have to take over any of the machine tools, copper, zinc, 
or other things that they have entered into contracts for with these 
producers, and the contracts, in most instances—I will put it this 
way—many of them run years, or until 1962, we feel possibly we are 
going to have to amend the law in some way to designate what 
disposition will be made of those materials if the Government is ever 
required to take possession of them. The only thing we can think of 
at the moment is to amend the law requiring that they be put in the 
stockpile. I am certain you haven’t given any thought to this, but it 
would seem you would be vitally interested in it. 

I am wondering if you could prepare for us, and maybe present it in 
writing over the next 3, 4, or 5 days, your thoughts and ideas on that, 
because it is really our mistake, our error, in the legislation that we did 
not figure out any method of handling it under the circumstances that 
I have just described. I believe you understand the problem, do 
you not? 
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Mr. Kyrs. We will be happy to that. 

The CoarRMANn. We would like to have your recommendations. If it 
becomes necessary for the Government to take possession, actual 
possession, of any of the materials under these contracts, or the ma- 
chine tools, or whatever it may be, we would like to have your thoughts 
onit. At the moment, there is no law as to who should take possession 
of them, what branch of the Government. or what should be done with 
them. We would like the benefit of your suggestions. Whether they 
should go into the stockpile, whether the Defense Establishment 
might take possession of them, or just what might be done with them. 
You may have been a party to discussing this before. I do not know. 

Mr. Kyes. No, I have not. 

The CHAIRMAN. It is something, I think, we must take care of in 
this legislation. Again, I want to say it is not the fault of the 
past administration. Itis simply that we left it open when we en- 
acted this legislation. They tell me, if they had to make good on any of 
these contracts, they wouldn’t know what to do with the physical 
properties that would be in the possession of the Government. If 
you will give us the benefit of your thinking on that, in a letter, we 
will appreciate it very much. 

Mr. Kyrs. We will be happy to do it. 

(The material referred to follows :) 


Tue SecreETARY OF DEFENSE, 
Washington, April 2, 19538. 
Hon. Homer 8S. CAPEenart, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

Dear SENATOR CaPpEHART: This will supplement my testimony on March 26, 
1953, before your committee in connection with its consideration of the extension 
of the Defense Production Act. 

You requested a comment from me as to the disposal of materials acquired by 
the Defense Materials Procurement Agency and the General Services Administra- 
tion upon termination of the program provided in title III of the existing statute. 
Some of the materials could be transferred to the stockpile under the Strategic 
and Critical Materials Stock Piling Act and some of the machine tools could be 
transferred to the National Industrial Reserve provided for under the National 
Industrial Reserve Act of 1948. Within stockpile purchase programs materials 
may be transferred on a reimbursement basis. In addition, section 6 of the Stra- 
tegic and Critical Materials Stock Piling Act provides for transfers of materials 
under certain conditions to the stockpile without reimbursement when such ma- 
terial is declared surplus by the owning agency. The National Industrial Reserve 
Act of 1948 provides for transfer of machine tools and industrial manufacturing 
equipment to the national industrial reserve without reimbursement after being 
declared excess. (For this purpose there is no distinction between excess and 
surplus property.) 

Since title III] materials are purchased under a borrowing authority, to facilitate 
liquidation by permitting declarations of excess rather than holding for sale, the 
committee may wish to provide for the cancellation of Treasury notes of the De- 
fense Materials Procurement Agency to cover the fair market value of the materials 
transferred. This type of procedure was provided in section 6 of the Stock Piling 
Act with reference to previous transfers to the stockpile from the RFC. In the 
event of either type of transfer, however, the agency charged with the administra- 
tion of the Stock Piling Act or the administration of the National Industrial Re- 
serve Act should have the discretion to decide whether the materials or tools as the 
case might be, would be acceptable. Since neither of these important stockpiles 
should become merely a dumping ground for excess materials, transfers to them 
should be in accordance with needs. Any materials or tools which are not ac- 
tually needed should be declared excess and, after screening within the Govern- 
ment departments, they should be disposed of in accordance with the usual sur- 
plus property procedure. 

In accordance with a request from Mr. Joseph P. McMurray of the committee 
staff, there is attached a table indicating the total United States supply and the 
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approximate military and AEC requirements for fiscal year 1954, expressed also 
in percentages of the total, for 7 critical materials. As I indicated in my prepared 
statement, the Department is unwilling to offer a firm estimate of defense activ- 
ities for fiscal year 1954 pending review of the budget which is now in progress. 
However, based solely upon estimates of present material requirements and 
roughly estimating the fiscal year 1954 requirements at approximately present 
levels, this chart reflects the probable defense requirements for these 7 materials . 

[ am advised that in the testimony of representatives of the Small Defense 
Plants Administration on March 27, 1953, a recommendation was made for 
amendment to the existing authority which could be construed to provide, in lieu 
of joint determinations, unilateral determinations by that Administration to ear- 
mark procurement or portions thereof exclusively for award to small business. 
The Department of Defense feels most strongly that in light of its responsibilities 
for national security, it must be in a position to determine from which sources 
items needed for national defense should be procured. This Department would 
be placed in an untenable position if some agency not responsible for national 
security were in a position to decide from which contractors needed materials 
should be procured. For this reason the Department is strongly opposed to the 
amendment suggested by the Small Defense Plants Administration. 

Sincerely yours, 


Rocer M. Kyess, Deputy. 


Approximate tota! s:pply and military and AEC requirements for selected materials ! 


j 
| 
ri ¢ o A ars | 
Approximate fiscal | percent 
0 


Approximate fise: . 
year 1954 ‘total ( nited real ny wor -_ | 
States supply cay AAS Oe | total 
; duction 
Steel products 89,000,000 short tons 10,500,000 short tons | 12 
Copper products 2,150,000 short tons 500,000 short tons | 24 
Aluminum ingot 1,950,000 short tons 430,000 short tons } 22 
Cobalt ‘ 20,000,000 pounds 7,000,000 pounds | 35 
Colum bite 2,000,000 pounds 750,000 pounds | 37 
Molybdenum 58,000,000 pounds 13,000,000 pounds | 22 
Nickel ‘ 125,500 short tons 57,500 short tons 46 


These figures exclude stockpile requirements. 


Senator Doucias. General Marshall, I remember, testified in 1951 
that the increase in prices between the : attack in Korea, and the final 
freeze, which was about at maximum prices in late January 1951, had 
increased the cost of military equipment by about 20 percent. 

In your limited time in the Defense poesetiaent, have you been 
able to check that statement of General Marshall’s 

Mr. Kyxs. Senator, I have not. 

Senator Doveras. Does it seem reasonable to you, on the whole? 

Mr. Kyes. I wouldn't really know how to answer you in relation 
to the Defense Department. 

Senator Dova.ias. There was, however, undoubtedly some increase 
in cost to the Defense Department? 

Mr. Kyes. I wouldn’t want to answer that without actually know- 
ing the facts. 

Senator Doveias. May I ask this: Does the present military 
budget or the one that you are now formulating make any allowance 
for an increase in prices? 

Mr. Kyes. Naturally, we have to consider every possibility when 
we think about a budget of that sort. As I say, we have not come 
down to formulate a position. Therefore, we are considering all 
factors. 


As I said before, today I couldn’t make any statement with respect 
to it. 
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Senator Dove.as. If I may take the liberty of pointing this out, 
the Truman budget and McNeil estimates, which were higher, were 
made prior to the recent increase in the prices of certain raw materials. 
Senator Sparkman has referred to the increase in the price of copper. 

[ am not questioning the increase, but it has occurred. There is 
another problem of iron ore. 

Senator MayBank. Will the Senator yield? I would just like to 
make this statement. From the time the budget was sent to us in 
the Appropriations Committee, when the Korean war started, we 
had to increase the budget in the Appropriations Committee $7 
billion. I remember that figure. 

Senator Dovaetas. | would like to put in the record at an appro- 
priate point a quotation from the Wall Street Journal from the 3d 
of March, which states that the Anaconda Copper Mining Co., has 
increased its quotation on copper from the former ceiling of 24% cents 
a pound to 32 cents a pound, and that this is compared with domestic 
prices of 27% cents a pound by the Kennecott Copper Corp., which is, 
[ believe, the No. 1 producer, and 28% cents by the Phelps Dodge 
Corp., indicating increases of 3, 4, and 7% cents a pound, respectively, 
in copper. 

I would like to raise the question of steel prices. I noticed in the 
paper the other day that iron ore on the range was being increased 
by 7 to8 percent. As that moves through the fabricating and process- 
ing steps, it will result in an increase in the cost of steel, and that, in 
turn, will be translated into an increase in the price of military hard- 
ware. I know these are complicated calculations. Has anyone in 
your department made an estimate as to what the final increase is 
likely to be as a result of the 7- to 8-percent increase in the price of 
iron ore? 

Mr. Kyes. I don’t know whether anyone has or not, Senator. It 
seems to me you really have a period of adjustment here right now. 
I wouldn’t be prepared to say from my experience in buying a great 
many materials over the years that you could take any position 
that there is any price increase, because you might do that for a 
couple of weeks and then go back and the market would settle out. 

It seems to me we have to take a little further look, with a little 
more time, rather than to take any position that the price has in- 
creased. Undoubtedly, some inventories may come on the market; 
and you have the relationship of scrap to prime goods. It seems to 
me right at the moment it might be a little academic. I don’t know. 

Senator Dovenas. It may be academic at the moment, but what 
we are afraid of 6 months from now, or a year from now, is that it 
may be translated into increased costs and, therefore, the military 
expenditures for the same quantity of goods will of necessity be higher 
and the financial problem which the country faces, therefore, that 
much greater. Mr. Chairman, I will ask that this quotation from the 
Wall Street Journal of March 3, 1953, he placed in the record. 

The CuarrmMan. Without objection, it will be done. 

(The quotation referred to follows:) 
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[Wall Street Journal, March 3, 1953] 


AnAcONDA Boosts Price To 32 Cents a Pounp ror Domestic Coprer 


(By a Wall Street Journal staff reporter) 


New Yorx.—Anaconda Copper Mining Co. yesterday set a price of 32 
pound for its domestic copper prod iction 
(Anaconda’s quotation is 74% cents a pound higher than the former Office of 


cents a 


Price Stabilization ceiling of 24% cents. It compares with domestic prices of 
274 cents a pound set by Kennecott Copper Corp., and 28% cents by Phelps 
Dodge Corp., last week immediately after copper price controls were lifted. 


Other smaller domestic copper producers also are pricing their output at 32 cents 
a pound as are the important custom smelters. Anaconda’s sales policy is to 
price the metal daily to “ats that day. 


It was reported yesterday that a large part of sales of domestic copper the first 


cover oh beets 


9 


2 days after decontrol—Thursday and Friday—were at 32 cents a pound. 
The average price for all domestic sales Thursday was placed at 29.25 cents a 
pound, with the range 27% cents up to 32 cents a pound. Friday’s price range 
was the same, but the average price rose to 29.95 cents a pound, which indicated 
about 50 percent of the business was at 32 cents a pound, trade sources stated. 

Serap copper offerings continued in good volume but custom firms were not 
reaching out for this raw material Some tonnages were bought at 26% cents for 
No. 2 copper wire scrap and at 25 cents for light copper scrap. These quotations 
were a half a cent a pound below the top prices paid early last week. 


Senator BenneTrT. 

Senator DouaG.as. Surely. 

Senator Bennett. The papers in the last couple of days have the 
report that the Secretary’s late competitor has decreased the price 
of his automobile, which consumed both steel and copper, $100. So, 
I think the Secretary may feel this is a period of fluctuation and—— 

Senator SPARKMAN. You think that may start a round? 

Senator Bennerr. As an automobile retailer, I hope so. 

Senator SPARKMAN. I asked you, not Mr. Kyes. 

Senator Bennerr. I hopeso. The cheaper the price of automobiles, 
the more we sell. I hope they will all follow Mr. Chrysler’s good 
example. 

Senator SPARKMAN. I am in favor of your selling a lot. 

Senator Doue.ias. That is all. 

Senator Bricker. The ultimate price of steel will be dependent 
upon the production capacity, which is now enlarging and has been 
greatly enlarged in the past few years. 

The Cuairman. Mr. Secretary, what we are trying to do here, and 
I think you have been very helpful to us, is to work out a solution 
to this problem. We have had the benefit now of experience in World 
War I, World War II, and the Korean war. I think everyone admits 
there is that possibility that we might get into another big war. What 
we are trying to do is to learn from the experiences of handling prices, 


Will the Senator yield to me for a comment? 


wages and rents, allocations, the rationing that we had in World 
War I, World War II, and the Korean war, and work out a plan or 


policy that will say to the American people that we are going to 
benefit by the mistakes we have made in the past. That never again 
are we going to permit runaway inflation in time of emergency, that 
we are going to try to stop it before it starts. 

I think with that assurance to the American people, and the proper 
legislation, the proper policies and the proper preparation, the 
American people will feel much more at ease as a result of taking off 
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all prices, wage, and rent controls at the moment, which, under the 
existing conditions, are not needed but might well be needed in the 
future. 

I think we owe it to the American people to assure them that we 
have sufficient knowledge as a result of past experience, and have 
men in our Government at the moment who have the best interest 
of the American people at heart. With the knowledge we have, we 
can handle this matter in the future without the inflation that we 
have had in the past. 

That is what we are trying to do. I am hopeful we will be able 
to do it. It is going to require the cooperation of the administration 
and the Congress and business and everyone else. Personally, | 
think the American people are entitled to know we are working to 
that end, and that we are not going to, as a result of taking off con- 
trols at the moment, absolutely forget them; and that even if we 
have no interest in them, if we get into a big emergency, where con- 
ditions and situations and pressures just naturally force prices up 
and force rationing and allocation, we are going to prepare in advance. 
That we are not going to muddle through trying to do it during the 
emergency. 

That is my interest in this whole situation. I know it is your 
interest. 1 know it is the administration’s interest. We are a little 
bit divided as to the best way to do it. At least, that is what we are 
endeavoring to do. Your testimony has been very helpful this morn- 
ing. If there are no further questions, we will stand in recess until 
10 o’clock tomorrow morning, at which time the Small Defense 
Plants Administration will be here. 

(Whereupon, at 11:45 a. m., the committee recessed, to reconvene 
at 10 a. m., Friday, March 27, 1953. 
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FRIDAY, MARCH 27, 1953 


Untrep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to call, at 10:08 a. m., ip room 301, 
Senate Office Building, Senator Home E. Capehart, chairman, pre- 
siding. 

Present: Senators Capehart, Bricker, Ives, Bennett, Bush, Gold- 
water, Maybank, Robertson, Sparkman, Frear, and Lehman. 

The CuartrmMan. The committee will please come to order. Our 
first witness is Mr. Yngvar Brynildssen, Acting Administrator of the 
Small Defense Plants Administration. He has with him Mr. Richard 
C. Dyas, Acting Deputy Administrator, and Mr. Albert J. Rosenthal, 
General Counsel. 

You have a statement, I believe, Mr. Brynildssen. It has been 
suggested we place in the record, if there is no objection, the Small 
Business in a Mobilization Ecoromy, Fifth Quarterly Report of the 
Small Defense Plants Administration, January 15, 1953. It will 
appear at the end of your testimony. (Seep. 1381.) 

Suppose you proceed in your own way. 


STATEMENT OF YNGVAR BRYNILDSSEN, ACTING ADMINISTRATOR, 
SMALL DEFENSE PLANTS ADMINISTRATION 


Mr. Brynitpssen. Mr. Chairman and members of the committee, 
I have a brief statement, running only three and a half pages. If you 
will bear with me, I would appreciate the opportunity of just reading 
this statement. 

The CHarrMANn. As you wish. 

Mr. Bryniupssen. | appreciate this opportunity to testify in sup- 
port of section 305 of the pending bill, S. 753, which continues the life 
of the Small Defense Plants Administration, with its present 
authority. 

First, | will give you the reasons why SDPA, along with the Senate 
and House Small Business Committees, and the President’s Defense 
Mobilization Director, endorses section 305. Then, with your permis- 
sion, I will suggest 3 ways in which we believe, out of our 18 months’ 
experience, that the bill can be made even better. 

We support section 305 because: 

1. SDPA isa going concern. Its program has won the confidence of 
many thousands of small-business men. Section 305 keeps this pro- 
gram in operation without interruption or loss of momentum. It 
avoids unnecessary reshuffling of duties or creation of new agencies. 
It reaffirms the bipartisan congressional policy that small business 
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assistance shall be centralized in an independent agency. In effect, 
section 305 endorses SDPA’s record and tells the agency to go ahead 
with its program en an important element of the program 
is a device that has saved the Government $4 million, or more than 
the total cost of SDPA, simply by assuring that small pli ints actually 
get the contracts on which they submit the low bids. This device is 
SDPA’s certificate of competency. 

2. This bill recognizes that America’s industrial base must be 
broad and diversified, and its elements dispersed against the possi- 
bility of an atomic attack. In a showdown, our country will have to 
rely heavily on the thousands of small producers scattered through- 
out the land. We have got to keep them in business. Small plants 
need assistance in getting credit, ig and supplies. The 
Government must help them adjust to the requirements of defense 
production. They must be given opportunity to share more fully in 
Government procurement. They need assistance in overcoming the 
disadvantages they face, just because they are small. They have 
turned to SDPA for the he ‘Ip they need; more than 100,000 requests 
for advice and assistance have been handled by our field offices. 1 
am proud to say that SDPA has made a creditable record of assist- 
ance. For example, upon our recommendation, the RFC has granted 
a total of nearly $44 million in loans to 347 small firms. In the field 
of en ment, over $400 million of defense orders have been set 
ak for small plants 

Senator Maynank. Does the witness mind being asked questions? 

The Cuatrman. I don’t think he will mind. 

Senator MaysBank. You say the RFC has granted nearly $44 
million in loans to 347 small firms. You say the President’s Commis- 
sion recommends the continuation of the Small Defense Plants 
Administration. Is that the present administration? 

Mr. Brynitpssen. Further in my statement 

Senator Maypank. What good would the Small Defense Plants 
Administration be without the supporting agencies? 

Mr. Brynitpssen. If the Senator will bear with me, I have covered 
that in my statement. I would appreciate being able to read it. 

Senator Maysank. I will not interfere any more. 

The Cuarrman. If you will yield, so that the record may be straight, 
did Dr. Flemming, the day before yesterday, recommend SDPA or 
some similar organization handle it? 

Senator Bennerr. I am trying to find it. 

The CuarrmMan. I am certain he did. I think what he said was, 
either a continuation of SDPA or a similar organization. I think it 
might be well that we put in his exact language. 

Mr. Bryniupssen. I am sorry I quoted only a part of his statement. 

The Cuarrman. | think you were correct in what you said. Dr. 
Flemming said 


We recommend that the authority for assisting small business concerns, to play a 
maximum part in the defense program, be continued. Section 714 of the Defense 
Production Act creates a Small Defense Administration, with authority to assist 
small-business concerns in various ways to play a maximum part in the defense 
program. It is recommended that this authority be extended to June 30, 1954. 


Then he goes on to say— 


Certain studies are now underway, within the executive branch of the Govern- 
ment, which may lead to presenting specific organizational recommendations in 
this field. The results of these studies may be reflected either in proposed legis- 
lation or in a reorganization plan. 


So he d 
vesterday- 
\Lobilizer- 
work out 

Mr. Br 
Kendall, 

The Cu 

Mr. Bi 
thority t« 
distributr 
necessity, 
to small 
size of sta 
to give ™ 
munity 1 
There is 1 
ment, fin 
existing a 


I now 1 
Within 
the defen 
of 35.. 753 


tion has « 
tion m de 
is availa 
Congress 
Frank 
by the li 
Plants C 
ment anc 
and coop 
Our ex 
necessary 
SD 
business 
At prese 
the proc 
to small 
mark ap 
sively to 
rises to . 
and Hou 
to the w 
should b 
2. SD 
gets nec 
At prese 
ean be 1 
direct lo 
loans; ( 
loans m 
by the. 
the fore 


fect, 


head 
rram 
than 
lally 


sist- 
ited 
ield 


set 
yns? 


$44 
nis 
ints 


nts 


red 


ya 
nse 
sist 


nse 


rn- 
in 


ris- 


STANDBY ECONOMIC CONTROLS 1367 


he did recommend the continuation of this on the day before 
vesterday—I am talking about Mr. Flemming, the Acting Defense 
\Lobilizer—but said they were studyirg the problem, that they might 
work out what they might well think they should have. 

Mr. Brynitpssen. | “might add, this statement was cleared by Mr. 
Kendall, the counsel for Mr. Flemming’s organization. 

The CHAIRMAN. | so understood, yes. You may proceed. 

Mr. BryNiLpssen. 3. Section 305 keeps alive SDPA’s vital au- 

hority to assist small business genera!ly, including the retail and 
distributive trades and ponmanufacturing industries. Out of simple 
necessity, we had to give most of our time and effort in the past year 
to small manufacturers. We had to measure demands against the 
size of staff and appropriations. Lately, we have been able, however, 
to give more attention to those members of the small-business com- 
munity whose primary interests lie outside defense production. 
There is no need for additional legislation to help them solve manage- 
ment, financial, or related problems. Section 305 reenacts SDPA’s 
existing authority in these fields. 

I now turn to our suggested amendments. 

Within the limits of the powers Congress gave us in section 714 of 
the de fe mse Production Act of 1950, as amended—which section 305 
of S. 753 extends as written—the Small Defense Plants Administra- 
tion has carried out its assignment to foster small business participa- 
tion m defense and essential civilian production. The detailed record 
is available in our most recent quarterly report to the President and 
Congress, which I have filed with the committee. 

Frankness compels me to say that we are limited in what we can do 
by the limited authority under which we operate. The Smaller War 
Plants Corporation, for example, could take direct action in procure- 
ment and financing. SDPA, on the contrary, is more of a consulting 
and cooperating agency. 

Our experience shows that three additional grants of authority are 
necessary. 

SDPA should have stronger authority to make sure that small- 
business concerns will obtain a fair share of Government contracts. 
At present, the joint determination program requires the consent of 
the procurement agency for a procurement to be earmarked for award 
to small business. SDPA should be empowered, on its own, to ear- 
mark appropriate procurements or portions thereof for award exclu- 
sively to small business, until such time as the small business share 
rises to 35 percent, the figure regarded as a fair share by the Senate 
and House Small Business Committees. In cases of disagreement as 
to the wisdom of so earmarking any particular procurement, provision 
should be made for appeal. 

2. SDPA should be given authority to make sure that small business 
gets necessary financing, if private sources of credit are not available. 
At present, we can only recommend loans to the RFC. This situation 
can be improved in any of a number of ways: (a) Authority to make 
direct loans; (6) authority to direct RFC or a successor agency to make 
loans; (¢) authority to insure or guarantee so-called V-loans or other 
loans made by private banks; (d) authority to guarantee loans made 
by the RFC or other Government agencies; or (e) a combination of 
the foregoing. 


30216—53—pt. 4-7 
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3. SDPA should be given the authority to guarantee the perform- 
ance of contracts awarded to small plants on the basis of certificates of 
competency, unless equivalent protection of such contracts is provided 
through one of the loan methods just described. Certificates of 
competency constitute a key part of the agency’s program, which has 
already resulted in substantial benefits, both to small business and to 
the United States Treasury. Unless these contracts can be effectively 
protected, through loan or guaranty provisions, these benefits and 
savings cannot be expanded to their full potential. 

I would add one other recommendation. Some time ago, SDPA 
suggested that the name of the agency be changed to Small Business 
Administration. I renew that suggestion. Such redesignation is 
necessary to reflect its true aspect as a spokesman, claimant, and 
counselor for all small business, not just the producers whom Congress 
obviously had in mind in the early, hectic days of the mobilization. 

In closing, I would like to quote briefly from four well-qualified 
sources of opinion on the question before you. 

The Senate Small Business Committee, in its annual report issued 
last month, recommended that SDPA “be retained as a separate, 
autonomous agency, and its life extended bevond June 30, 1953.’ It 
formally notified the President of this recommendation by letter dated 
February 24 

The President’s Acting Defense Mobilization Director, Dr. Arthur 
S. Flemming, 2 days ago recommended to your committee that “the 
authority for assisting small-business concerns, to play a maximum 
part in the defense program, be continued,” by extending SDPA’s life 
as provided for in section 305. 

in a report transmitted 3 months ago, the House Small Business 
Committee said: 

* * * the maintenance of an independent SDPA is imperative to our national 
welfare as a dual economy of mobilization and civilian production is evolving 
against a background of tenuous peace and threatened world conflict. 

These are the most recent official comments on this matter. I ask 
you to hearken back, if you will, to another statement, this one made 
in support of the legislation strengthening the Smaller War Plants 
Corporation. The statement was made by Senator Taft. He said: 
* * * why not have this thing done at 1 place instead of 3?) Why have a pro- 
curement officer who is trying to distribute contracts to small business, and the 
War Production Board trying to organize it, and the RFC trying to finance it? 
Why not put it allin one place? That seemed to be commonsense, so we provided 
for the Smaller War Plants Corporation. 

Mr. Chairman, | have kept my remarks brief. I will be happy to 
file a more detailed statement later, if you wish, elaborating further 
on our accomplishments, problems, and recommendations. I further 
suggest that I be given leave to file our Sixth Quarterly Report, due 
to be published April 15, if the record is still open at that time. 

The CHarrmMan. That isn’t the one we put in? 

Mr. Brynripssen. No, that was the Fifth Quarterly Report. The 
record will be closed before April 15. Are there any questions? 

Senator Bennerr. I just have one. I am confused a little by an 
apparent conflict between the testimony of Mr. Flemming and your 
three recommended amendments. 


Mr. F 
Certair 
ment wh 
this field. 
Are we 
organizs 
Mr. | 
counsel. 
Mr. ] 
own pre 
small b 
working 
authori 
that au 
Senat 
that th 
Mr. | 
Sena 
= Mr. 
Mobili: 
Sena 
ming? 
Mr. 
Sena 
that N 
amend 
Mr. 
objecti 
what t! 
favor. 
istratic 
ductior 
Sena 
statem 
be ext 
a chan 
Now, \ 
and a 
believe 
busine: 
regulat 
movin 
statem 
Sens 
has sai 
which 
Congr 
give vi 
loans; 
Mr. 
would 
Sen: 
place « 


form- 
tes ol 
vided 


es of 


h has 
nd to 
ively 

and 


DPA 
ness 
m 1s 
and 
gress 
tion 


lified 


sued 
rate, 

It 
lated 


‘thu 
“the 
mum 
s life 


Iness 


tional 
vine 
| ask 
nade 
lants 
said 
pro 
d the 
‘e it 


vided 


Vv to 
‘ther 
‘ther 

due 


The 


y an 
your 


STANDBY ECONOMIC CONTROLS 1369 


Mr. Flemming says: 


Certain studies are now under way within the executive branch of the Govern- 
ment which may lead to presenting specific organizational recommendations in 
this field. 

Are we to understand your suggested amendments are the specific 
organizational recommendations which Mr. Flemming referred to? 

Mr. Bryniupssen. I should like to refer that question to my 
counsel, Mr. Rosenthal. 

Mr. Rosentuau. No, sir, I don’t think they are. These are our 
own proposals designed to enable us to do a better job on behalf of 
small business. I think that the President’s Commission may be 
working on another question, namely, what agency is to have the 
authority to help small business, as distinguished from how strong 
that authority should be. 

Senator BeNnNert. I have to go back. Mr. Brynildssen testified 
that this report had been cleared—by whom? 

Mr. Bryniupssen. Mr. Kendall, of ODM. 

Senator Bennerr. Who is Mr. Kendall? 
~ Mr. Bryninpssen. General Counsel for the Office of Defense 
Mobilization. 

Senator BENNETT. Presumably, then, working under Mr. Flem- 
ming? 

Mr. BryNniLpssEn. Yes. 

Senator Bennetr. Do you want this committee to understand 
that Mr. Kendall approved, and officially endorsed, these three 
amendments? 

Mr. Rosentuat. We could put it this way: Mr. Kendall had no 
objection to our proposing them, ‘They were not inconsistent with 
what the administration was doing or what the administration would 
favor. Mr. Kendall has been given the responsibility, by the admin- 
istration, of clearing all agencies’ statements on the Defense Pro- 
duction Act and 8. 753. 

Senator Bennerr. | wanted to get that clear. Mr. Flemming’s 
statement, as I would interpret it, would suggest that your authority 
be extended for 1 year in order that the administration would have 
a chance to study and prepare specific recommendations in that period 
Now, you suggest that we give you a rather broad extension of powers, 
and a rather substantial increase in authority. While I certainly 
believe that, in the Government, we need a program to help small 
business, and would be perfectly willing to extend the existing SDPA 
regulations for a year, | would be inclined to doubt the wisdom of 
moving to amend that law, in the face of Mr. Flemming’s rather plain 
statement that further studies were being made. 

Senator Maypank. I would like to add to what Senator Bennett 
has said. If the law is extended for a year, and if the RFC is abolished, 
which it is going to be at the end of June 30, 1954—that is what 
Congressman Wolcott said—this law would have to be changed to 
give you the power that RFC now has, if you are going to make small 
loans; would that be correct? 

Mr. RosentHau. Either SDPA, or some successor agency to RFC, 
would have to do the job. 

Senator Maynank. There would be another agency to take the 
place of RFC, either in your place or some other shop? 
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Mr. Rosenrnar. Yes, some kind of change would have to be made. 

If | could elaborate, in reply to Senator Bennett’s question, our 
proposals were for strengthening the small-business powers within the 
executive branch. I think that the further studies to which Mr. 
Flemming was referring relate to what agency should have those 
powers. 

Senator Bennerr. That isn’t completely clear to me. The effect 
of your proposals would be to increase not only the power, but the 
size of your agency, and, therefore, its costs. 

In view of the President’s determination to reduce the total, overall 
budget, | would think it unwise to move in the direction of increasing 
the size and cost of a single agenev in advance of the President’s 
specific recommendation in that respect. 

Senator Mayrank. Will the Senator yield? I only want to say 
this: I don’t want to be misunderstood, because [I supported this 
legislation. We had a hard time getting it through Congress in 1951. 
Congressman Spence, Congressman Patman, and I were in conference 
at the time 

Keeping in mind what Senator Bennett has said, here is an agency 
that we are going to extend in relation to its powers, not only in money 
and employment, but to give you the long-range power, or set up 
another agency if the RFC is abolished. That doesn’t make sense. 
I wouldn’t want to abolish RFC and then give you all the power. 

Mr. RosenrHat. We wouldn’t want all the powers of RFC. A 
much easier way for us to do it, which would not cost an additional 
penny, would be provided if we could direct the successor agency to 
make small business loans, not make them ourselves. If RFC is 
liquidated, there will be a number of loans outstanding which the 
Treasury 

Senator Maysank. Mr. Flemming came here and suggested we 
extend certain loan authority beyond 1953 and, at the same time, do 
away with the RFC. What I am trving to get at are the facts. 
Secretary Benson, vesterde ay, mé ade a very conse rvative and business- 
like approach on agriculture. I don’t agree with him. Now is 
Agriculture the only Department that is going to be cut this way, 
while all the other agencies are going to be expanded? 

The Cuarrman,. If the Senator will yield, maybe I can, at least 
partially, clear up this whole problem. As vou know, the law expires 
on June 30 of next year, pertaining to the RFC, meaning that unless 
the law is extended beyond June 30, 1954, RFC automatically dies. 
That is a law, of course, which was passed by Congress many years 
ago 

Therefore, RFC will automatically die on June 30, 1954, unless the 
law is extended. So, we have that facing us. We have to do some- 
thing about it, one way or another, because the law automatically 
expires. There has been legislation introduced, as you know, to 
abolish RFC immediately. The administrttion, at the moment, is 
studving the problem of some sort of a small-business administration 
in which they might well merge RFC and the Small Defense Plants 
Administration, put them together, — give them the authority 
to assist small business, not only on defense orders, but likewise, on 
civilian orders. 

It is my best judgment that legislation will be introduced by certain 
Members of the Senate, primarily from the Senate Select Committee 
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on Small Business, to do that thing. In other words, what the 
administration is trying to do at the moment is not particularly 
eliminate RFC and the Small Defense Plants Administration, but 
see if there isn’t a better way, based upon experience of helping small 
business in one general agency, not only in wartime, but in peacetime, 

Mr. Flemming recommended, the day before yesterday, that the 
SDPA, pretty much as it is, be extended for a year, during which 
time legislation no doubt would be introduced and studies will be 
made; and no doubt the administration will recommend some sort 
of a plan to put it all into one agency. 

1 think that is about the status of it at the moment. We don’t 
need to worry about RFC until June 30, 1954, because the law does 
not expire until then. The administration has recommended, through 
Dr. Flemming, an extension of the present SDPA for 1 year, and 
during that period it is hoped that, if a better plan can be worked out, 
it will be worked out. 

Now, you come up with a suggestion that we broaden the authority 
and power of SDPA at the moment. I think that is the problem we 
will have to consider, in the light of the fact that a study is being 
made on the whole general problem of small business, both in peace- 
time, as well as in wartime. 

Your suggestions may well have merit. What the committee may 
decide to do, I do not know. Isn’t that the way vou understand the 
situation at the moment? 

Mr. Brynivpssen. Mr. Chairman, that is the way I understand it. 
I want to reiterate, if 1 may, what we are here to do. It is, of course, 
to support section 305 of your bill. However, since there is the talk 
of abolishing of RFC, we are having some very, very serious problems 
with regard to our loan program. 

Senator MayBank. May I say right there 

The CHAIRMAN. Let me say the legislation to abolish the RFC 
before this committee and it will not be abolished until this committee 
acts on it. We don’t need to worry about that. My best judgment 
is that it will not be abolished prior to June 30, 1954. 

Senator Mayrank. I only want to add, with the permission of the 
chairman, this thought: We are talking about abolishing it. I am a 
member of the Appropriations Committee, and 1 was a member of the 
Armed Services Committee. I am now the ranking Democrat on this 
committee. I know they are going to cut the appropriation for RFC. 

I know RFC is going to be limited to nine offices in this country. 
That is the recommendation the budget is going to send down here. 
So, if you think you are going to have the RFC, as you have it now 
vou will wake up and find you have a lot of trouble. There will only 
be 16 feeder offices in this country where you ean file applications. 
That is what is coming to the Appropriations Committee. For in- 
stance, in Charlotte, N. C., where there are 18 people employed 
that is going to be reduced to 4 people taking applications, with no 
right to approve them. That is the way they are going to abolish 
the RFC 

The CuarrMan. Let me say that all the administration is trying to 
do, and what I think this committee will try to do, is to see if we can’t 
take the experience we have had now with RFC, the Smaller War 
Plants Corporation, as I believe it was called in World War II, and 
the present SDPA, and see if we want to come up with a better plan 
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of handling and helping small business in America, as far as both de- 
fense orders and civilian goods are concerned. That is all we are 
trying to do. I think it is the duty of any businessman, govern- 
mental organization, any committee, any Congress, or any Presi- 
dent, to try to improve situations based upon past experience. 

If anybody has an idea that this administration, or this committee, 
or the chairman of this committee, or any member of this committee, 
is thinking in terms of not being helpful to small business in America, 
and not wanting to help small business, will they please get it out of 
their head at this time, because there is no truth in it. 

Senator MayBank. L want to heartily concur in what they chair- 
man has said. I don’t want any of my remarks to appear that I am 
against small business and not trying to help it. What I wanted to 
point out is, if we are going to study it for a year and, in the mean- 
time, RFC’s funds are going to be cut off, you will have that lapse. 
I hope the administration is looking into it, because, as the chairman 
has stated, it should be consolidated, in order to better help small 
business. Unless it is done soon, you will be up here with an office, 
and no RFC offices elsewhere 

Senator SPARKMAN. I| think the chairman has well stated the situ- 
ation. | don’t understand that to be in conflict with the statement 
of the witness. He is favor of that, as a long-range program. | 
think there is implied, in some of the things he suggests to us, as is 
true in the statement by senator Maybank 

Senator Mayrnank. | have been told that as a member of the 
Appropriations Committee 

Senator SpARKMAN. A fear as to what is going to happen during 
this time the reorganization Is — studied and planned. Goodness 
knows, if it is hard to handle the loan business of the small-business 
concerns now, with the RFC a going concern, how much harder it is 
going to be during this period of 16 months, when there is liquidation. 
If | understand, that is the point that you make, that it is during that 
time you are concerned about 

Mr. Brynitpssen. Yes 

Senator SparkMAN. I had a telephone call, just a couple of days 
ago, from down in my State. It was a going concern, a small concern 
interested in getting a loan. It would ordinarily qualify under RFC, 
but they can’t get any more information now. They can’t find out 
what the procedure is going to be. The Birmingham office is going 
to be abolished or cut down, just like the Charlotte office. 

I believe there is a feeling of concern as to what may happe n, and 
certainly a lot of confusion, even now. Is that your impression? 

Mr. Brynitpssen. That is right, absolutely right, Senator. 

The CrarrmMan. That ought to be straightened out. What we may 
well do in this law is to direct the administration, as to RFC, that 
they are not to cut down on any legitimate, needed small-business 
loans pertaining to the war effort. 

Senator SpARKMAN. As I understand, that is really the net result 
of your recommendation. In other words, vour recommendation is 
for use during this short-range period, and is not intended at all to 
conflict with any recommendations that the administration may 
make for a long-range program. 

Mr. Brynitpssen. Senator Sparkman, you have ably expressed 
my sentiments. 
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Senator Bennerr. To clear up this completely, are you suggesting 
that these three amendments that you have asked for the Small 
Defense Plants Administration should last only for 1 vear? I read 
them to be a permanent change in the organization and operation 
of your setup. 

Senator SpaRKMAN. He doesn’t say in here for 1 year, but we all 
anticipate that in 1 year there is going to be a reorganization of some 
kind involving the RFC and SDPA, as the chairman has stated. 

Certainly, what amendments we write into the law now would be 
absorbed or affected by such a reorganization, when it is worked out. 

Senator Bennerr. My feeling is that the reorganization will create 
its own problems, and they can better be solved then than by com- 
pletely changing the pattern of this agency now, adding all these 
powers to it, and then, probably, have to take them all away again 
when the reorganization comes out, maybe setting up another agency. 

The CHarrMaNn. I am not saying I am for or against these amend- 
ments. Even if the Congress wrote these amendments into the law, 
they would automatically expire if and when the law automatically 
expires a year from now, if we only extended it for 1 year. 

Mr. BryniLpssen. I would like to reply to Senator Bennett, if I 
may. I would like to say again that, of course, I am happy to be 
here at the invitation of the chairman, to testify in behalf of that bill 
and, of course, section 305 is for the extension of SDPA for only 1 
year 

Senator Benner. I think we understand each other. Do you 
believe that, if this law is not passed at least until the 30th of April, 
and Mr. Flemming recommends that SDPA be continued until June 
30, 1954, it would take you a good part of that year to set up your 
organization to do these extra things? 

Mr. Dyas. I would like to make one observation, if I may. The 
amendments we ask are not intended as organizational changes. None 
of the amendments we ask, unless they involve setting up a lending 
organization, which we would want to do only in the event it becomes 
absolutely necessary, involves the creation of an organization 

It simply involves the use of our present organization, with authority 
to make our present powers more effective. For instance, the first 
amendment we have proposed on earmarking of procurements for 
small business involves no more work, no more people, than we now 
expend. It simply places in us the authority to make the determina- 
tion, instead of having only a half-say in the matter. 

As to the loans, naturally, we don’t ask authority to set up a 
lending organization, solely. We suggest this, as one of the several 
possible means of solving a problem if it arises, that is, the problem of 
how to make small-business loans if RFC is abolished, and we don’t 
know when, or whether, that will take place. We do suggest that our 
present arrangement with the RFC be changed from a recommending 
system to a guaranty or directing system. 

We would use exactly the same people, same offices, same every- 
thing. 

Senator Bennerr. Do you mean to tell me you can pass on the 
credit of these people, if you are going to direct RFC that they have 
to make a loan to John Sparkman or Wallace Bennett, that you 
have to have a department in your agency that will pass on the credit 
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and take the responsibility for that decision? If you don’t, then your 
recommendation is completely whimsical. 

Mr. Dyas. Senator, we do that now. We make recommendations, 
now, to the RFC, and without our recommendation, the RFC cannot 
make the loan. It is not a directive; it is a veto power, we might say. 
We do that now, and we have done that in 347 loans, totaling $45 
million, roughly. 

RIC makes 9 out of 10 loans that we recommend with our present 
organization. We are not asking for any bigger organization, or 
any change in the procedure. We are only asking that our recom- 
mendation be made binding, instead of merely 

Senator Bennerr. There is this fundamental change, that the 
RFC, with its credit staff, can decide that you made the wrong 
recommendation and overrule you, but if you have a binding power, 
then the full responsibility comes on you and, no matter what the 
RFC may think about it, they pe’ overrule you. It seems to me 
you have to increase your staff, or just make your decisions on a 
purely arbitrary basis. 

Mr. Dyas. | only wanted to point out what we do now. We 
consider our recommendation, now, exactly the same as we would 
if we were directlng the loans. That is our thought. Your conclusion 
may be that we might not be as careful if we are merely recom- 
mending, as if we are directing. J caa’t discount that. That isn’t 
our view. We feel we act carefully and very responsibly. 

Senator Maysank. You said the RFC approved 9 out of 10 
loans 

Mr. Dyas. That we recommend. 

Senator Maynank. Under this, it would approve all 10. Why did 
they turn down that 1 out of the 10? 

Mr. Dyas. Just a difference of opinion. 

Senator MaypBank. As the Senator says, you would have the 
final say. You would have to have some group stronger than you 
now have to offset the 1 out of the 10 loans. There was a difference 
of opinion. There must have been a financial reason. RFC wouldn’t 
turn it down— 

Mr. Dyas. A difference of credit opinion. 

Senator Maypank. That is what the Senator brings out. That is 
what counts. 

The CuarrmMan. The status for the moment is that there are two 
Ways in aa small business can get loans, through the RFC or 
through V loans. As the law stands at the moment, of course, all 
you can do is recommend to the RFC that they make a loan to a 
small-business man or recommend that a V loan be made. You can 
only recommend. If the V-loan people and RFC people say, “We 
don’t think this is a good loan, and don’t want to make it,” they 
don’t have to make it. That is the status at the moment. 

Likewise, your status is this: All you can do is recommend to the 
procurement agencies of the Defense Department that they give small 
business certain contracts. You can’t force them to do it. 

Mr. Dyas. With one exception. That is the certificate of com- 
petency. 

The Cnarrman. If you file with them a certificate of competency, 
they have to give it to them? 
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Mr. Dyas. That is right. At least they cannot turn down the low 
bidder whom we have certified, for reason of either capacity or credit. 

The CuarrMaNn. So, this whole business gets back to whether, even 
by law, you can compel a small working organization such as this to 
deal with other agencies. If they are not willing to do it, and don’t 
feel like doing it, and don’t want to cooperate, are not enthuriastic 
about it, it is pretty hard to write a law foreing that. I think you 
gentlemen recognize that. But what vou would like to do here 
what you are recommending, and we will take it under considera- 
tion—is that you be given the right, by law, to forcee RFC to make 
certain loans, force certain V-loans to small business, and also, that 
you be given the right to force the procurement agencies of the Defense 
Department to give more business to small business, is that right? 

Mr. Brynitpssen. That is exactly right. 

The Cuarrman. We will certainly take it under consideration. 

Senator Bricker. In your certificates of competency with the 
Defense Department, have you any difficulty with the Defense 
Department, or any objections to your interference in their letting of 
contracts? 

Mr. Dyas. We have had criticisms by some officials of the Defense 
Department of our exercise of an authority to direct them to give 
contracts where we have no responsibility in the matter. 

They resent it, it is true—I don’t mean to generalize, either—but 
in some quarters the criticism has been made that we shouldn’t 
have the authority to issue a conclusive and binding certificate as to 
competency, if we don’t have the responsibility for the outcome of 
that transaction. That is true; yes, sir. 

Senator Bricker. In the case of loans by the RFC, you are asking 
that be a compulsory feature of the new bill, whatever it might be. 
If RFC were abolished, have you any suggestion as to how those loans 
could be handled? 

\ir. Dyas. Assuming it is abolished, we have suggested in our 
statement several ways. One would be to set up a lending organiza- 
tion in some agency of the Government, either SDPA or someone 
else. Another would be to provide for a system under which SDPA 
could, itself, guarantee private banks in making such loans; inother 
words, a 100-percent guaranty. 

Senator Bricker. How about handling them as they handle the 
V-loan program, now, through the Federal Reserve? 

Mr. Dyas. So far as the mechanics, the organization for doing it, 
the Federal Reserve Bank system could be admirably utilized for 
that system. 

Senator Bricker. It would be an expansion of the V-loan program 
into this Small Defense Plant program? 

Mr. Dyas. Yes, 

Senator Bricker. In your judgment, can you issue anything 
comparable to a certificate of competency to require the Federal 
Reserve to make these loans and guarantee them? 

Mr. Dyas. We can’t now. 

Senator Bricker. Is there a constitutional question about it? 

Mr. Dyas. No, sir; I think not. I think probably, as a matter of 
opinion, that the preferable way would be to authorize SDPA to 
guarantee such loans. That would make the Federal Reserve bank 
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the operating agency, and SDPA the policy agency. That would be 
an economical w ay to do it. 

The CHarrmMan. Would it be a hardship on small business if Gov- 
ernment loans were discontinued on June 30? 

Mr. Dyas. I think it certainly would be a hardship to some small 
businesses. 

The Cuarrman. Should the loans be limited in size? 

Mr. Dyas. I think they should be. We have a limitation of 
$300,000 of our own, excepting loans to finance Government contracts. 
A contract can run into much larger figures because it involves a 
succession of operations over a period of time. 

The Cuarrman. Has small business been able to obtain a larger or 
smaller share during the last 6 months? 

Mr. Rosentuau. The small business share of Government contracts 
has risen and fallen, but there is no sign that it has substantially 
increased. 

Senator Busn. What type of loans do you finance besides Govern- 
ment contracts? 

Mr. Dyas. Any loan, for any purpose, connected with defense or 
essential civilian production. 

Senator Buss. Subcontracts, you mean? 

Mr. Dyas. Yes. It needn’t involve actual contracts. It can be 
for production of items necessary for the war effort. 

Senator Busn. But you do exclude anything that is not connected 
with the war effort, is that right? 

Mr. Dyas. No, if it involves defense or essential civilian pro- 
duction. It could be any essential production for civilian purposes, 
building materials, clothing, shoes, and so forth. 

Senator Busu. It is pretty broad power. 

Mr. Dyas. Yes, as long as the loan is to foster production. We 
also make loans for other than production purposes where there is a 
vital need in the community. 

Senator Busn. To what type of enterprise do you make loans, 
other than for production? 

Mr. Dyas. For small airlines, for trucking concerns, for whole- 
salers of such items as electrical supplies in isolated communities, 
items of that type. 

Senator Bennett. Is there any particular type of business that 
you specifically exclude from your loaning program? 

Mr. Dyas. Yes; there are many. As a matter of policy, anything 
connected with a distilling enterprise, gambling, matters of that type. 

Senator Bennerr. Those might be described as questionable busi- 
nesses. Would vou make a loan to a smalltown department store? 

Mr. Dyas. We would, if it were vital to that community. If it 
were a competing department store, we wouldn’t make it. 

Senator Bennerr. You decide the basis on which the word “vital’’ 
rests? 

Mr. Dyas. Yes, sir. Loans for other than production are really 
an exception to the general rule, rather than a part of the rule. 

Senator Bennerr. Do you make loans to a small retailer, a grocer? 

Mr. Dyas. In the same circumstances. If it were some community 
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Senator Bennert. For all practical purposes, you are in the loaning 
business, except to agenc ies s whose products or whose program is of a 
questionable nature? 

Mr. Dyas. Yes, sir. 

Senator Bricker. You mentioned in your statement that you were 
operating in isolated communities. Has most of your business been 
in such communities where there is not available credit? 

Mr. Dyas. I was referring, Senator, to nonproduction enterprises 
at that point; otherwise, of course, there is no limitation as to the 
community. We recommend loans for defense or essential civilian 
production in any community. 

Senator Bricker. When you say, “isolated communities,” you 
mean communities where there are not adequate banking facilities? 

Mr. Dyas. Particularly where there are no other facilities of the 
type of the business that is applying for the loan. For instance, we 
had a concern in Montana which supplied practically the whole State 
of Montana; that is, they were retailers of electrical supplies out there. 
There was just one concern. Without it there could have been hard- 
ship to many concerns over the State. 

Senator Bricker. Do you mean, that in the case of a retailer con- 
cern that has an outlet covering the whole State of Montana, there 
was not adequate private capital? 

Mr. Dyas. I'd like to correct myself. It was a wholesaling concern. 

Senator Bricker. It couldn’t get private credit? 

Mr. Dyas. In that case, it could not, sir; that is the exceptional 
case. 

Senator GoLtpwatTer. In your report, appendix G, it appears that 
you have taken 321 favorable actions through December 31, 1952, 
totaling $42,802,000. Could you tell me how many people you have 
now in this organization, nationwide, doing this business? 

Me. Dyas. On the loaning function—— 

Senator GotpwarTer. The entire organization. You can break it 
down to loans, if you want. 

Mr. Dyas. The only reason I mentioned that is because this was 
the figure relating to loans. 

Senator Gotpwarter. Let’s just have the loans, 

Mr. Dyas. As to loans, we have nine people in the Washington 
office. Over the country we have—I would have to estimate it— 
there are 13 regional offices, I would say about 20 people. 

Senator GotpwaTerR. That would be 30 people? 

Mr. Dyas. That is right. 

Senator Gotpwatrr. What is the total number of people in the 
SDPA organization? 

Mr. Brynitpssen. As of today, 442. 

Senator GotpwaTer. That is the whole organization? 

Mr. Brynitpssen. Yes; nationwide. 

Senator GoLpwaTeER. I was interested—— 

Mr. BryNniLpssen. One hundred and ninety-three of those are in 
Washington, and the rest in the field. 

Senator GoLpwartesr. I was interested in the answer you made to 
Senator Bennett’s question about the type of business that you lend 
money to. I can’t find, in the act, any wording that gives you the 
power to loan other than to plants which contribute to the defense 











1378 STANDBY ECONOMIC CONTROLS 


effort. Do you have any subsequent power that has been given, that 
we don’t have here, that grants you the ability to go into any com- 
munity or State and make these loans, to any organization that you 
deem fit? 

Mr. Dyas. May I refer that to the General Counsel? 

Mr. Rosenruar. There is absolutely no legal limitation, whatever, 
in the lending authority, except that the loan be made to a small 
business concern. This authority is in subsection (b) (1) (A) of section 
714. The only limitation appears in the working-capital clause: 
“to supply such concerns with capital to be used in the manufacture 
of articles, equipment, supplies or materials for defense or essential 
civilian purposes.” 

Although the literal language of the law would not require it, we have 
applied that limitation to defense and essential civilian purposes, 
completely across the board to our entire lending authority, rather 
than just to the working-capital provision. 

The Crarrman. You don’t lend any money yourselves? 

Mr. Rosentuan. I had meant to say, in our recommendations to 
RFC 

Senator GoLDWATER. I appreciate that. 

Mr. Rosenruar. But the authority contained in this subsection 
is not limited to defense loans. 

Senator GoLpWaATerR. Just as a matter of interest, I notice in vour 
Appendix H, just going down through these towns and States, most 
of it seems to be in rather substantial communities. Have you always 
ascertained whether or not there was local money available for these 
loans? 

Mr. Dyas. Yes, sir. 

Senator GoLpwAtTER. Do you sometimes make these loans after 
the local organizations have turned them down? 

Mr. Dyas. In every case, both the RFC and SDPA have the 
requirement that a positive active showing be made that private 
financing is unavailable. 

Senator GoLpwater. By a local bank? 

Mr. Dyas. Yes, sir; and our men in the field are instructed to 
make an active effort to place the loan with a local bank or to place 
a participation, if not the whole loan. 

Senator Busu. Do vou have any right to guarantee loans made by 
local banks in this authority? 

Mr. Dyas. No, sir. 

Senator GoLpwarTer. I imagine it is too early to have any expe- 
rience on this. Have you any experience in connection with an 
organization you may have loaned money and that had been pre- 
viously denied that loan by a local bank; has your experience shown 
the local bank was right or wrong? 

Mr. Dyas. Our only experience would depend upon the outcome 
of the loan. Up to date, we have only had 1 loss, in the amount of 
$50,000, in this $44 million portfolio. That was in a case in which 
we didn’t have our organization set up. It was one of our early loans. 
It was a defense-contract loan. We relied upon the survey made 
by the military authorities, and it didn’t come out well. Aside from 
this one case, every loan we recommended is working out well, 
although in every case private financing could not be obtained. 

Senator Buss. What terms are standard for these loans? 
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Mr. Dyas. The only standard term is the interest rate at 5 percent. 

Senator Busn. What about the term? 

Mr. Dyas. The statute makes no limitation. We have our own 
rule of 10 years. 

Senator BusH. 10 years’ maximum? 

Mr. Dyas. Yes, sir. 

Senator Busu. Are those running out to that length of time? 

Mr. Dyas. No, sir, most ot them are 3 years. 

Senator Busn. You mean, paying up, or the term of the contract? 

Mr. Dyas. The maturity of the loan. 

Senator Busu. You negotiate for 3 years, but it can go to 10? 

Mr. Dyas. Yes. We can, but there is little necessity for that. 

Senator Busu. These are all what you call working capital loans? 

Mr. Dyas. No, sir. Some are for plant expansion, some expansion 
of conversion of plant, machinery, and equipment, some are for a 
combination of purposes. 

Senator GotpwaTrrR. What is your standard of a small business? 
I can’t quite get that clear in my mind. Where does a business stop 
being small and begin to be large? 

Mr. Dyas. The Commerce De spartment, some time ago, issued 
size classification of companies in the manufacturing industries in- 
cluded in what is known as the Standard Industrial Classification. 
In each of these industries it arrived, by its own process, at a line 
usually depending on the number of employees which it felt desig- 
nated the dividing line between large and small business in that 
particular industry. 

We also have other tests under the act. It must be independently 
owned. It must not be dominant in its field. The practical test, 
however, is the number of employees. We compare this number with 
the corresponding one from the Commerce Department's definition. 
More recently we have used, instead, a more refined definition of our 
own, based, however, on the same technical approach which Commerce 
originally used. 

Senator Bennetr. Would you give me, again, the name of this 
classification, so that I might get a copy of it? 

Mr. Dyas. Standard Industrial Classification is the basic one. 
Our size standards and those of Commerce are geared into that. 

Senator GotpwarTer. Then, I take it, you have found the lack of 
some definite terms of classification a handicap to the operation? 

Mr. Dyas. It hasn’t actually been a handicap, sir, because we 
have adopted a rule, that is, the Commerce Department’s rule plus 
our modification of it. I will say, of course, that such a vague term 
as ‘“‘small business’’ does raise its problems in some cases, borderline 
cases. 

Senator GotpwaTEr. Do you have any recommendations to make 
as to the definition of a small business? 

Mr. Dyas. I don’t believe we would like to make a recommendation 
until we could complete a study here of our own employment size 
standards. 

However, we are working with the other agencies toward that very 
end. We would be very happy, of course, to submit to the com- 
mittee the results of our study to date. They are a little confused 
and complicated for me to try to explain them. 
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Senator Gotpwater. The reason I asked that is that we have run 
into some small things, not of any serious nature, in my State, because 
we are starting to contract small industry. They find that small 
industry, under your terms, has suddenly beeome big industry with 
them. They are competing with what you call a small industry, but 
they call it a big industry. I refer to companies that might be able 
to produce small precision parts for aircraft, coming into the field 
with 10 or 15 or 20 men, and looking up to a factory that would have 
350 or 400 men who completely dominate the field. 

Yet, that big man in the field comes under your classification of small 

business, and the little fellow feels he is neglected. Some of them even 
suggested that we need a “Small Business Act.” 
’ Mr. Brynri_pssen. Mr. Chairman, if the committee would like to 
take the time, the head of our program and economic analysis staff is 
here. I would be glad to call him to enlighten the Senators a little 
further. 

The CuHarrman. Why don’t you just place that in the record? 
Without objection, it will be inserted in the record. 

Senator Bricker. I would also like to have the classification list 
by the Department of Commerce, which Senator Bennett referred to a 
moment ago, inserted in the record. 

The CHarrMANn. Without objection, it will be inserted in the 
record at the end of your testimony. (See p. 1441.) 

Senator LenMAn. You say, on page 2, “SDPA should be empow- 
ered, on its own, to earmark appropriate procurements, or portions 
thereof, for award exclusively to small business, until such time as the 
small-business share rises to 35 percent, the figure regarded as a fair 
share by the Senate and House Small Business Committees.’? What 
has actually been the percentage that has been allotted to small busi- 
ness? It is still a small percentage, is it not? 

Mr. Rosentuar. Yes, Senator. In the fiscal year 1952 the total 
percentage was 4 |. It has risen since and then fallen again. 

The CHarrMAN. Was that prime contracts? 

Mr. leesieaai. Yes. 

The CuarrmMan. That does not take into consideration the millions 
and millions of dollars with the subcontractors? 

Mr. Rosenraar. No; but they work in both direetions. Small 
concerns often subcontract to large as well as vice versa. 

May I say one thing more as to prime contracts, sir? At the end 
of World War II, through the efforts of the Smaller War Plants 
Corporation, the percentage awarded to small business had risen as 
high as 30 percent. 

Senator LeumMan. I can’t reconcile the figures, although I am sure 
there is an explanation. You say that, in the field of procurement, 
over $400 million of defense orders have been set aside for small plants: 
$400 million, in relation to the entire amount of defense orders, is 
pretty small, isn’t it? 

Mr. Rosentruar. Yes. 

Senator Leaman. It would be far less than 17'5 percent, far less 
than 10 percent, probably not more than 1 or 2 percent. How do 
you reconcile those figures? 

Mr. Rosenrsar. The $400 million is not all small business has 
received. That is the amount we have been able to earmark, speciti- 
eally, for small business. But there have been other cases, greater in 


volume, 
joint d 
business 
the figu 

The | 
very mi 

(The 


tration, 


Firrnh Q 


The Pre 
The 

My D 
of the D 
quarterl) 
While 
quarter ¢ 
to a rés 
through¢ 
afford th 
more cor 


R 


Identi 
The 
The 


This I 
beyond 1 
agency’s 
cause th 
affords t 
prehensi 
complish 

SDPA 
31, 1951 
trator w 
Senate c 
in Decer 
program 
appropri 
with wh: 

SDPA 
in a mob 
of even : 
firms, W 
stand th 
similar | 
program 
firms, ps 
goods. 
expansio 
financin: 
contract 
the larg: 
agencies 


run 
1use 
nall 
vith 

but 
able 
field 


lave 


nall 
ven 


e to 


ff is 
ittle 


ord? 


list 
to a 


the 


OwW- 
ions 
the 
fair 
hat 
usI- 


otal 


ions 
nall 


end 
ints 


STANDBY ECONOMIC CONTROLS 1381 


volume, where small business has obtained contracts without this 
joint determination program having earmarked them for small 
business. The joint determination program was designed to bring 
the figure above this present level. 

The CHarrMan. If there are no further questions, we thank you 
very much for coming before us. 

(The Fifth Quarterly Report of the Small Defense Plants Adminis- 
tration, referred to above, follows:) 


SMALL BUSINESS IN A MOBILIZATION ECONOMY 


Firrh QUARTERLY REPORT OF THE SMALL DEFENSE PLANTS ADMINISTRATION, 
JANUARY 15, 1953 


SmMaLL Derense PLANTS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D. C., January 15, 1958. 
The PRESIDENT, 
The White House, Washington 25, D. a; 

My Dear Mr. Presipent: Pursuant to the requirements of section 714 (g 
of the Defense Production Act of 1950, as amended, I hereby transmit the fifth 
quarterly report of the operations of the Small Defense Plants Administration. 

While the report includes all required information pertaining to the fifth 
quarter of the agency’s operations, it is more than a quarterly report. It amounts 
to a résumé of the Small Defense Plants Administration’s accomplishments 
throughout its existence of a little more than a year. This has been done to 
afford the new Congress and the incoming national administration a better and 
more comprehensive picture of the agency and its programs. 

Respectfully yours, 
Joun E. Horne, Administrator. 

Identical letters sent to 

The President of the Senate. 
The Speaker of the House of Representatives. 


1. SUMMARY 


This Fifth Quarterly Report of the Small Defense Plarits Administration goes 
beyond the minimum accounting required by law. It amounts to a report of the 
agency’s first full year of operation. It is purposely all-inclusive, not only be- 


cause the end of a year is a good time for review, but also because such a report 
affords the new Congress and the incoming national administration a more com- 
prehensive picture of the agency and its programs. A better assessment of ac- 
complishments and problems is thus made possible. 

SDPA came into being as an independent, unaffiliated Federal agency on July 
31, 1951, when the President signed the enacting legislation. Its tirst Adminis- 
trator was appointed September 28, and took office on October 19 foilowing 
Senate confirmation. No funds were available until November 1, and it was late 
in December before sufficient staff had been assembled to plan and organize a 
program, Even then it was handicapped by lack of sufficient funds (adequate 
appropriations were not forthcoming until June 1952); but SDPA went ahead 
with what it had, and its program can be said to have started in January 1952. 

SDPA was created to help solve the many problems confronting small business 
in a mobilization economy and to assure effective use of its capacity. The impact 
of even a partial mobilization has a profound dislocating effect Larger business 
firms, with their inherent stability, are better able than small concerns to with- 
stand the shock of controls, shortages, curtailment of civilian production and 
similar disruptions. The materials shortages resulting from the rearmament 
program did not affect all businesses alike; they had much harsher effect on small 
firms, particularly the small manufacturers producing only one or a few lines of 
goods. The smaller concern found it difficult to get financing for plant conversion, 
expansion, or the handling of a defense contract [t was particularly hard to get 
financing unless the firm had a defense contract, and equally difficult to get a 
contract without financing. Most contracts, as a matter of fact, were going to 
the larger firms which traditionally did business with Government procurement 


azvencies 
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In his desperation the small-business man went to Washington ‘“‘to get some- 
thing done.’’ There he was buffeted from one to another of the small-business 
divisions of the large agencies. There was no central point—no one agency— 
he could go to for effective assistance. Finally, in July 1951, responding to 
appeals from the small-business community and following the precedent of 
World War II, Congress unanimously created SDPA as an independent agency 
along the lines of the earlier Smaller War Plants Corporation. 

The foregoing is a general picture of the situation when the Small Defense 
Plants Administration began to function. The bulk of this report tells what the 
agency has been able to do about it, at the same time making it clear that due to 
limitations of time and funds, certain programs necessarily received less emphasis 
than others or had to be deferred. Various sections of the report analyze the 
position of small business after 2 years of mobilization, look ahead to what small 
business conceivably may expect in the future, and discuss the agency’s various 
responsibilities in carrving out the mandates assigned to it. 

In reading and evaluating this report, one should bear in mind that for the 
most part SDPA does not have directive authority. It is limited chiefly to 
consulting and recommending. 

The record of a year’s activity may be summarized as follows: 


PROCUREMENT 


Substantially more than a quarter-billion dollars worth of military prime and 
subcontracts have been channeled directly to small plants through SDPA pro- 
grams of joint determinations, certificates of competency and subcontracting 
assistance. Many additional millions of dollars worth of contracts have been 
steered to small firms through other forms of SDPA assistance and advice. The 
figure for prime contracts undoubtedly would be higher if the military services 
had come to earlier agreement with SDPA on procedures for joint screening of 
procurements and earmarking of specific contracts for small concerns, and if they 
had shown more cooperation in carrying out this program in the months immedi- 
ately following its establishment. Greater cooperation is now being given, and 
the program is moving ahead. SDPA representatives are being placed in more 
and more procurement offices, and several obstacles to wider use of small plants 
have been cleared away by persistent effort on the part of the agency. The 
critical period of performance under the joint determination program is now 
at hand. 


Joint determinations 


As of January 3, 690 military prime contracts had been earmarked for small 
business by joint determination. Total value of these contracts is $228,656,165. 
Joint determinations with the Air Force began in May; with the Army and Navy 
in August 
Certificates of competency 


During 1952, 45 small firms, and two production pools of 128 companies received 
SDPA certificates of competency, establishing their ability as to capacity and 
credit to perform specific proposed contracts. These certificates, which must be 
taken as conclusive by the contracting officer, cover $44,714,603 worth of defense 
contracts, of which $34,923,975 already has been awarded to firms so certified. 

\ corollary benefit is the substantial savings to the Government which certifi- 
cates of competency make possible by enabling low bidders to receive contracts 
they would not otherwise obtain. An analysis, still incomplete, already indicates 
a minimum saving of over $3,000,000 on 33 of the procurements covered by 
certificates of competency. SDPA, in its entire existence, has either spent or 
obligated slightly more than $2,250,000. Thus, in effect, SDPA has saved the 
Government it total cost plus an additional third. 

Moreover, the statistics on certificates do not take into account the much 
greater number of cases in which SDPA, mainly by helping small firms to arrange 
bank financing, has been able to assist the firms in overcoming the contracting 
agency’s doubts without issuing a certificate. 

Subcontracting 


In the first 5 months of the subcontracting program SDPA arranged for place- 
ment of at least 500 subcontracts with small plants for a total value of close to 
$10 million. 
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Production pools 


Twenty-two small business production pools have been organized and approved. 
They have received $4,200,000 worth of prime contracts, with an additional 
$113 million worth brought specifically to their attention by SDPA and bids or 
proposals thereon requested by procurement agencies. . 


Spot assistance 

“Spot”? procurement assistance has been given on hundreds of occasions to 
small plant operators confused by regulations, unaware of procedures, unable 
to get sufficient information on the kind of nroducts the armed services want; 
or otherwise in need of help. 


FINANCIAL ASSISTANCE 


Throughout 1952, SDPA’s financial specialists counseled approximately 5,000 
small-business concerns seeking assistance in the management of their financial 
affairs. Many of the needs were met through the private lending system. Other 
firms were aided by SDPA in using the system of advance, partial or progress 
payments by contracting agencies, the system of Government-guaranteed ‘‘V- 
loans,’’ or the system of direct Government loans by the Reconstruction Finance 
Corporation. 

RFC made loans of $37,046,077 to 289 small business concerns on SDPA’s 
recommendation, a procedure provided for in the statute creating SDPA. The 
length of time required for final action on loan recommendations can in some cases 
be reduced considerably if RFC will decentralize its lending authority under 
section 714 of the Defense Production Act to its field organization, This has been 
urged for several months by SDPA, which has for some time been prepared to 
decentralize, within limitations, its corresponding function of recommendation 
to its field offices. 

MATERIALS AND EQUIPMENT 


Through its membership on important committees of the DPA and NPA, 
SDPA has protected small-business interests in materials allocation on many 
different occasions. It took the lead in urging that small business get a fair 
share of reduced steel supplies resulting from the strike last year. It helped 
establish and takes part in the administration of a ‘‘small business hardship 
account’’ of controlled materials; policies established in handling several hundred 
applications for relief have indirectly helped several thousand additional firms. 
It brought about modification or revocation of NPA orders unfair to small 
business. During 1952 SDPA acted on at least 300 requests for materials 
assistance from small firms. 

Recently the Administrator formally recommended to the Director, Office of 
Defense Mobilization, that in the relaxation of controls on scarce materials 
small business be safeguarded against a recurrence of the chaos in the materials 
market resulting from precipitous decontrol at the end of World War IT. 


INDUSTRIAL EXPANSION 


Through intervention at DPA and NPA, SDPA has moved to insure small 
business a fairer share of accelerated tax-amortization benefits in the industrial 
expansion program. By December 31, SDPA had established small-business 
shares in 38 DPA expansion goals; 24 additional goals were under study for recom- 
mendations. SDPA also assists small concerns in applying for tax-amortization 
benefits, and 91 percent of the petitions sponsored by SDPA have been granted. 
Several hundred additional small-business applications which had not been acted 
upon at DPA—NPA were taken up and approved upon SDPA intervention, and 
many more received quick approval upon the opening up of small business shares. 


MANAGEMENT AND ENGINEERING SERVICES 


A staff of industrial engineers makes surveys of pools to determine what items 
they can manufacture, and handles a variety of requests for engineering and 
technological assistance. Management service includes the publication of tech- 
nical and management aids to assist small-business concerns. Eighteen of each 
type were printed during the year, in addition to 160 briefer technical publications 
called Production Notes. 
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FIELD SERVICE 


By year’s end SDPA had reached the desirable point at which the majority of 
its personnel was working in the field, close to the small-business men the agency 
was createdo serve. Its field organization has 13 regional and 10 branch offices, 
with 6 additional branch offices scheduled for opening. SDPA “circuit riders’ 
bring the agency’s services to many additional cities and towns. During 1952 
the field staff took over 127,750 separate actions—by personal contact, telephone, 
or letter—in serving small business. 

These are some of the statistics of performance. (It is noteworthy that SDPA 
provides this assistance on a modest budget of $3,750,000, a figure amounting to 
less than $1 per small business enterprise in the United States).. However, as 
the Senate Small Business Committee pointed out in its annual report: ‘Many 
of the most worthwhile benefits to be derived from an independent agency for 
small business are not susceptible of stat‘stical analysis. It is an instance of the 
whole being greater than the sum of the parts. The mere fact that there is such 
an agency patroling the defense production beat, looking over the shoulders of 
those who are issuing the ground rules of our entire mobilization program, and 
exerting legitimate influence in behalf of small independent enterprises, consti- 
tutes an intangible factor which, while not precisely measurable, is bound to have 
a wholesome effect 

One example of the type of assistance alluded to in the Senate cominittee report 
is SDPA’s successful recommendation to the Renegotiation Board that it change 
its proposed regulations to make subcontracting more attractive to large prime 
contractors. Another is the exemption from wage and salary controls of concerns 
employirg eight or fewer people, an action which SDPA had proposed to the 
Economie Stabilization Administrator and which was subsequently enacted into 
law as an amendment to the Defense Production Act. Again, on SDPA’s recom- 
mendation the Office of Price Stabilization has taken several actions to relieve 
hardships on small business concerns. 

Throughout its existence SDPA has paid careful attention to the sentiments of 
the small business community. The views of a great number of small-business 
men have been made available on several occasions. One was during the extensive 
hearings on SDPA’s field operations, conducted last summer and fall by the 








House Small Business Committee. At these hearings many small-business men 
expressed gratification at the existence of an independent agency for small business 
and urged its continuation. (See Problems on Small Business Related to the 
National Emergency—Field Operations of the Small Defense Plants Administra- 


tion, hearings before Subcommittee No. 1 of the Select Committee on Small 
Business, House of Representatives, 82d Cong.) 

Other occasions have been field trips of SDPA officials, the most recent of which 
was made by the Administrator 6 weeks ago. These officials have met and 
talked with scores of small-business men and SDPA Advisory Board members in 
widely scattered sections of the country. Nearly every one of them took occasion 
to reiterate that small business neither wants nor expects preferential treatment or 

spoon feeding,’ but simply wants equal opportunity for competitive performance. 
It is the virtually unanimous opinion of these small-business men that SDPA 
should be continued beyond its present date of expiration (June 30, 1953). More- 
over, it is virtually unanimous that SDPA should be continued on a completely 
independent basis, with the Administrator responsible directly to the President 
and Congress. 

The prevailing opinion of these small-business men is that SDPA has done ¢ 
fairly good job under the limitations imposed by current legislation, but that ¢ 
much more effective performance would result if SDPA had additional authority, 
particularly in the fields of financial assistance and contract procurement. Some 
favor direct lending authority for SDPA, as its predecessor the Smaller War 
Plants Corporation had, and direct authority in determining which contracts 
should be set aside for small firms. Many cases were cited of military procure- 
ment practices of disadvantage to small plants 


These small-business men also expressed themselves on the present tax structure 


and its effect on them. Under present tax laws and policies they face almost 
insurmountable obstacles in building up funds for working capital, and for neces- 
sary maintenance, replacement, and expansion of facilities and equipment. It 
Was suggested among other things that a permanent rapid tax amortization 
provision for small business be written into the tax laws. They endorsed the tax 
studies SDPA has been conducting for several months preparatory to laying 
views and suggestions tefore the proper congressional authorities. 
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As a result of a full year’s experience in the administration of section 714 of 
the Defense Production Act, and with knowledge of the needs of small business 
gained through many discussions and interviews, the Administrator has reached 
certain general conclusions about what remains to be done if, as Congress has 
directed, small business is to be preserved and strengthened. In accordance with 
section 714 (g@), he therefore advances the following general recommendations. 


General recommendations 


1. SDPA should be continued as an independent agency beyond its present expira- 
tion date of June 30, 1953.—The need for SDPA will continue after price, wage, 
materials and similar defense controls are relaxed or even abolished. SDPA is 
geared, not to “eontrols’’, but to the militarv buildup, including expansion, 
rounding out and maintenance of the mobilization base, which will continue 
through next year at least Given the nature of the mobilization program and 
the separate interests of other Government agencies, only an independent agency 
whose lovalty is devoted solely to small business can effectively insure its preser- 
vation and strengthening. Without such an agency the problems of small busi- 
ness tend to be lost sight of in the various departments and bureaus which affect 
them For a fuller discussion see section on the Role of an Independent Aceney 

2. Small business must be given tax relief if it is to survive as a healthy and con- 
structive element of the economy No one, least of all this Administration, wishes 
to see small business avoid its proper share of the heavy taxation required to 
maintain our freedom. However, the mounting number of complaints from small 
concerns, the general legitimacy of which is confirmed by SDPA’s tax studies, 
indicates that present tax laws and policies are imposing undue hardships on 
small business. These must be corrected at once if the Nation is to continue 
contribution that small business makes to the national 





to receive the esse nt 
well-being. 

3 SDPA’s hand must be strencthened b / additiona leq siation No attempt 1s 
made in this report to outline specific recommendations for revision of SDPA’s 
basic statute It is enough for the purpose of this report to point out that the 
agency’s greatest difficulties stem from its lack of direct authority to specify that 
certain procurements must be set aside for small business and the lack of authority 
to intervene at the policy level of other Federal agencies whose programs affect 
small business 

This is mainly true of the military departments, at whose top levels are formed 
the procurement policies which, carried out in procurement offices seatttered 
across the land, often mean the difference between life and death for many small- 
business enterprises 

By terms of the sts 
priorities and allocations before policies can be set in these fields 


This consultative funetion should be extended to include all other agencies 


} 


ite, SDPA specifically must be consulted with respect to 








whose activities substantially affect small business. 
1. The several proposals discussed in this report for the improvement of programs 
’ 


of other agencies which affect small business should be adopted without dela / These 


are 

a) That the military departments change their standards of making contract 
price adjustments to insure equality in risk-taking as between small and large 
business concerns 

b) That regulations and procedures pertaining to the termination and non- 
renewal of contracts be changed so that small business will not be adversely 
affected 

c) That SDPA be consulted in the establishment or extension of expansio: 
goals and in the approval of a wider range of applications for facilities expansion; 





that ‘‘filled’” expansion goals lacking small-business shares be kept open for 
individual small-business applications up to the pre-Korea small-business level. 
d iat in the relaxation of controls over scarce materials, safeguards should 





be provi led to protect small business. 
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This relative stability during late 1952 makes it possible to appraise the. position 
of small business in terms of midyear data—the latest available—with some con- 
fidence that no marked changes in that position occurred during the latter half 
of the year. Moreover, the position of small business in the defense economy 
can now begin to be examined in some perspective. With 2 full years of the 
defense program behind us, the results of policy can be more fairly appraised than 
was possible over a shorter period. 

It is common knowledge, of course, that the earnings of American business and 
the level of employment increased during 1951 and were well sustained through 
1952. It is equally well recognized that a major factor during this period has 
been the expanded and sustained volume of Federal purchases, primarily for 
national security purposes. It is in terms of these three aspects of economic 
activity that the limited data available on small business permit us to gain some 
insight into the experience of small business during the past two years. 

In this connection, it should be noted that it is never possible to obtain as 
clear and accurate a view of developments among the small business enterprises 
of the country as in business as a whole. Such enterprises are extremely numerous 
constituting even in manufacturing more than 90 percent of all individual con- 
cerns; but they account for only a minor fraction of total output. Complete 
statistical coverage of such concerns is out of the question and even to obtain a 
satisfactory statistical sample entails difficult technical problems as well as sub- 
stantial costs. For agencies which are primarily concerned with the general 
statistical coverage of the economy, these problems and costs represent a dispro- 
portionate burden. It is not surprising, therefore, that such agencies should not 
have devoted a larger share of their time and budgets to improving and expanding 
statistical information needed for the adequate measurement of small-business 
developments. 

Net sales and earnings 

American business in general, both corporate and unincorporated, enjoved 
substantially higher earnings, befor? taxes, in 1951 than in 1950. In 1952, while 
corporation earnings declined slightly, those of unincorporated business and 
professional units increased by a similarly slight amount. Taxation of corpora- 
tion profits continued at the average rate of 57 percent, as compared with 46 
percent in 1950. 

The principal small-business statistics on earnings, relating to manufacturing 
corporations, permit comparisons between net sales and pretax earnings of small 
and large corporations. Sales of corporations of all size were sharply expanded 
following the outbreak of hostilities in Korea. In terms of a standard postwar 
base period (1947—-49= 100), net sales of corporations having assets of more than 
$1 million grew from 111 in the second quarter of 1950 to 142 in the second quar- 
ter of 1951. Meanwhile, sales of corporations under $1 million in assets expanded 
from 103 to 127 on the same basis of comparison. Since that time, down through 
the second quarter of 1952, net sales of large corporations have been maintained, 
while those of small corporations decreased from 127 to 120 in terms of the index. 

The impact of the defense program upon pretax earnings of corporations was 
even more marked than upon sales. By the end of 1950, earnings of large cor- 
porations had grown from 133 in the first half of the vear (1947-49=100) to 175, 
while earnings of small corporations increased from 104 to 139. Since then, reports 
indicate a decline in earnings of large corporations to a level roughly 40 percent 
above the base-period level while small-corporation earnings have dropped to only 
3 percent above the 1947-49 average. 

In summary, small as well as large corporations benefited greatly from the 
expansion during 1950 and 1951 in terms both of net sales and of earnings before 
tares. During the latter part of 1951 and into 1952, however, although sales 
were generally well sustained, earnings fell, the decline being particularly signifi- 
cant for the small companies. As chart 1 makes clear, the smaller corporations 
had suffered markedly more than the large from the recession of 1949, so that 
even with the stimulus of the defense program, their earnings no more than 
equalled the postwar peak before dropping back sharply. The larger corpora- 
tions, on the other hand, moved into new high ground, where they have been 
able to remain despite declining earnings. 
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Employment 

Such slack in the employment situation as existed prior to June 1950 was 
quickly eliminated as production was expanded, carrying total employment up 
to more than 62 million. In manufacturing, employment increased from 1444 
million in June 1950 to 16 million a year later. Since then it has been sustained 
at that approximate level, except during the summer of 1952. 

This expansion of manufacturing employment was especially marked in the 
metalworking industries, which constitute the core of manufacturing directly 
affected by the defense program. Twenty-nine of the most important metal- 
working industries were selected for a special statistical series on employment 
by size class of establishment. (Except for this series, there are no industry 
statistics available showing employment by size of plant.) 









EMPLOYMENT IN SMALL METALWORKING 
ESTABLISHMENTS. 
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Expansion of employment in the metalworking industries Letween June 1950 
and June 1951 was 17 percent. In this area of manufacturing, the increase of 
employment was relatively greater in small plants, amounting to 23 percent. 
This difference in favor of small business has, in some quarters, led to the hasty 
conclusion that small establishments have been adequately safeguarded under 
the defense program. However, the greater increase of employment in small 
establishments during this particular period does not appear to have eliminated 
the relatively greater losses of employment during the 1949 recession. In terms 
of the 1947 average, in fact, employment in the middle of 1951 in the group of 
smallest companies had fallen ky 7 percent, while in companies with 500 or more 
workers it had risen by 9 percent. 

Since mid-1951, employment has continued to grow moderately. Even the 
cutback of production due to the work stoppage in the steel industry left employ- 
ment in July 1952 only about 1 percent below that of July 1951. By April 1952, 
before the stoppage, employment in these industries had risen 4 percent and this 
increase was spread quite generally among plants of all size classes. Closer ex- 
amination of the data however, discloses that plants of the smallest size class en- 
countered employment difficulties considerably greater than were experienced by 
larger plants. (See chart 3.) These difficulties, moreover, seem attributable in 
considerable part to deficiencies of the materials allocation program. 


EMPLOYMENT CUTS HIT SMALL PLANTS HARDEST 
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In each of the four classes of establishments by size, some establishments re- 
ported net gains of employment between July 1951 and April 1952, others net 
reductions, still others no appreciable change. Analysis of these changes shows 
that reductions were much more severe among establishments with fewer than 
100 workers than among those in the larger size classes. 

The employment cuts between July 1951 and April 1952 in the group of largest 
establishments (those employing 500 or more) averaged only 4 percent of the July 
employment of plants reporting reductions. In contrast, cuts among the group 
of smallest establishments averaged 12 percent. Employment cuts in establish- 
ments of intermediate size were extremely minor, averaging only 1 percent, and 
contrasted most sharply with those whieh occurred among the smallest plants. 
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About 13,000 of the 35,000 metalworking establishments employing fewer than 
100 workers suffered these reductions, which in very many instances represented 
a substantially greater reduction than the average of 12 percent. The magnitude 
and wide distribution of these reductions—together with the fact that on the 
average they were 3 times as sharp as among the largest establishments and 12 
times as sharp as among those of intermediate size—underscore the vuluerability 
of small business in this vital sector of the economy. 

It is important to note that the employment cuts in this small-business area 
were concentrated disporportionately in two industries. These two industries 
were subjected during this period to heavy production cutbacks under the ma- 
terials allocations program. To protect users of small amounts of such materials, 
the regulations permitted allocation of amounts equal to their base-period con- 
sumption rather than a fraction of such consumption. An effort, made in 1950, 
to have such protection extended to all business concerns employing no more 
than 50 persons (without regard to their classification as small users during the 
base period) was unsuccessful. It is estimated that such a policy, which would 
have greatly cushioned the employment cuts in this sector, would have. increased 
consumption of the controlled materials by 1 percent or less. 


Procurement 


Purchases by the Federal Government continued in 1952 to absorb a substantial 
fraction of total national output (chart 4). In contrast to the 8 percent which 
such purchases constituted of total national output in the second half of 1950, in 
1952 this percentage was close to 16 and gave all indications of exceeding 16 per- 
cent in the first half of 1953. These Government purchases, which coustitute a 
growing fraction of a growing national product, are an important market factor 
for business concerns of all sizes. 

During 1951 and the first half of 1952, as the volume of such purchases increased, 
the dollar amount obtained from small business lagged behind, so that the propor- 
tion of prime contracts awarded to small business fell substantially, from 24 per- 
cent before the Korean outbreak to 17 percent. In the third quarter of 1952, 
however, the small-business proportion of such prime contract awards was restored 
to 24 percent. Details are shown in the following table. 


Small-business proportion of prime contracts with business firms, by department 


[Purchasing offices in continental United States) 





| | | 

Period | Total Army Navy Air Force) ASPPA! 

, . fe - {— ; Bs | ‘_ 

Percent Percent Percent Percent | Percent 

Fiscal 1950 24.5 | 44.7 | 20.4 10.9 10.0 
Fiscal 1951 20.9 | 29.8 | 16.9 9.9 5.1 
Fiscal 1982 17.1 | 21.2 | 23.3 5.8 8.1 
Ist quarter, fiseal 1953 24. 2 | 42.1 20.0 10.3 13.1 





Armed Services Petroleum Purchasing Agency contracts, other than open-end contracts. Source: 
Munitions Board, Department of Defense. 


The increase in this most recent quarter is at least partly attributable to the 
greater emphasis on current purchases of “housekeeping” and quartermaster 
items. Industries from which such supplies are bought are more typically made 
up of firms employing fewer than 500 persons. (One of the weaknesses of sta- 
tistics based on the 500” definition is that changes in the overall small-business 
percentage will occur because of changes in the products purchased, even though 
no change actually occurs in the proportion of eacb product purchased from small 
business.) It is therefore difficult to tell to what extent the increase from 17 to 
24 percent in the third quarter of 1952 was due to improvement in the treatment 
of small business in the procuremert program. 

In connection with these statistical difficulties, it may be mentioned that 
groundwork is currently being laid which will soon enable this fundamental 
deficiency of small-business statistics to be overcome. The development of em- 
ployment size standards for each of 452 industries recognized in the Standard 
Industrial Classification, to replace the current 500-employee criterion, was dis- 
cussed in the fourth quarterly report (ch. II). During the past quarter this 
work was completed and in January the Administrator submitted these standards 
to trade associations and other interested parties for comment prior to official 
adoption and issuance. 

The apparent reversal shown by the data provides, in any event, no ground 
for complacency. Not only is the statistical basis of measurement unsatisfactory 
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and even suspect in showing what is happening to small business in military 
procurement, but the reversal leaves much to be desired. The lowest percentag« 
17.1) was reached when the average rate of purchases was at its highest—in 
fiscal 1952, when the average monthly rate of expenditures was $3,400 million. 
In contrast, the 24.5 percent of fiscal 1950 applied to an average monthly spending 
rate of less than a half-billion dollars. The 24.2 percentage of the first quarter 
of fiscal 1953 occurred when average monthly expenditures were only $1 billion. 
rhus, the reversal covers a limited current period—of only 3 months—when the 
amounts contracted for were not very large. In no period did the small-business 
share reach the 35 percent estimated by the House Small Business Committee 
as a reasonable and attainable goal. 

Summary 

These are sketchy statistics on which we must rely for a description of the 
position of small business in the defense economy. They indicate, of course, 
that small business has expanded with the rest of the economy. What is signi- 
ficant, however, is that, as the defense program has leveled off after the initial 
period of expansion, small business appears to have failen significantly behind 
the larger concerns. 

This is true of earnings in manufacturing and it is true of the effects of produc- 
tion cutbacks upon employment in metalworking industries. The small-business 
share of Federal procurement has declined to only two-thirds of the pre-Korean 
percentage, and the recent interruption of that trend is of uncertain significance 
In light of all this it is clear that close attention to the needs of small business 
must be continued into the period ahead. Public policies and programs in this 
area must not be neglected. On the contrary, the lessons of our experience with 
them to date must be applied and they must be otherwise generally improved 
if the future welfare of small business is to be adequately safeguarded. 
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Ill. Wat or THE FuTURE? 


The importance of small business in the defense program has been explicitly 
recognized by the Congress, and Government agencies have been directed to 
encourage and promote the fullest participation by small-business concerns. 
There have been obstacles to the attainment of this congressional objective, but 
the effort has been made and there has been steady improvement. 

Insufficient information on the part of procurement officials about the capabili- 
ties of small business and on the part of smali business about the details of the 
procurement program has constituted one such obstacle. The lack of capital has 
continued to plague small business, despite the improvement of RFC lending 
policy under the special provisions of section 714 of the Defense Production Act. 
Certain engineering and managerial shortcomings have also continued to handicap 
small concerns, although to the extent permitted by its limited budget SDPA 
has been able to assist substantially in solving problems of this character. 


Small business is falling behind 


The persistent disadvantages typically experienced by small business have 
once more become apparent during the past year as small concerns have again 
fallen behind in competition with large, a development evidenced by the data on 
profits and employment already discussed. In the coming year the degree of 
participation by small business in defense and essential civilian production will 
depend very substantially upon continued efforts to overcome these obstacles and 
disadvantages through improvement of the programs inaugurated since the 
establishment of SDPA 

From a competitive point of view, the period ahead is beset with extraordinary 
difficulties for small business. The period of most rapid growth of the mobiliza- 
tion program is now behind us and we are arriving at a high plateau of overall 
defense expenditures Assuming a continuation of defense expenditures at 
approximately current rates, there will be a decline in some lines of procurement, 
balanced by increases in other lines. Furthermore, there will be a shift in empha- 
sis from high rates of current production of certain important military end-use 
items to the establishment of additional and improved facilities for later produc- 
tion of these items as they may become needed. 

The future of small business in the United States will be significantly affected 
by the answers to the following questions: During the coming year will small 
business find itself in the declining or expanding areas of defense production? 
Will small business receive fair recognition in the programs for completing the 
mobilization production base? The importance of these questions is underscored 
by the intensification of competition which we will undoubtedly witness in the 
year ahead as concerns of all sizes scramble to avoid contract terminations and 
to obtain new defense work. 

tescheduling of military requirements, when accompanied by contract termi- 
nation, will create problems for small-business concerns, which are apt to be quite 
limited in financial resources.’ Shortage of working capital resulting from delays 
in financial settlement may interfere severely with the flexibility needed to keep 
small-business concerns going while looking for new business to take the place of 
terminated contracts. It will be important therefore that the procurement 
agencies keep this vulnerability of small business in mind and take special care to 
expedite financial settlement when contracts with such concerns are terminated. 
SDPA on the other hand will have a corresponding responsibility to assist these 
concerns in reaching a prompt and satisfactory settlement. 


Economic cross-currents ahead 


Just beyond the immediate horizon are signs of an economic test for the Ameri- 
can economy. Although there is widespread agreement that private demand will 
continue strong through the first half of 1953, it is not clear that it will be able 
fully to take up the slack which could develop thereafter as the growth of produc- 
tivity and of the labor force continues. 

Previous experience Over many years demonstrates that a decline in business 
activity would hit small concerns more severely than large ones. On the other 
hand, it is clear that policies put into effect now to help small business maintain 
and increase its strength and vitality will contribute greatly to warding off such 
a general decline. 

The American answer to the dilemma of maintaining full employment when 
production begins to outstrip demand is to create additional demand by turning 
out new products, finding less costly means of producing and distributing estab- 
lished products, and searching out additional markets. If small business is able 
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o come through the present period of economic opportunity in sound financial 
and operating condition, it will be better able to perform these economic functions 
ind will constitute an element of strength in resisting any threatened economic 
lownturn. 

Some of the bothersome problems of small business have been lessened during 
the past year and further improvement may be expected during the year ahead 
The cutting back of earlier goals for current military production has already 
resulted in some easing of the supply of scarce materials. Thus, while some 
materials are still in rather tight supply and are still subject to allocation and 
inventory controls and while the direct and indirect effects of the prolonged work 
stoppage of the steel industry are still being felt, the problem of obtaining basic 
materials is generally less pressing today than it was a year ago. However, 
particularly in connection with some of the newer materials and some of the newer 
types of equipment, there will be problems of availability for some time to come. 
Without a fair share of the supply of the newer materials and equipment, small 
business will not be able to progress with the rest of American industry. 

Another problem which has been significantly reduced is that of the instability 
of the price structure. Such instability caused dislocations when prices were on 
the way up following Korea and, more recently, on the way down in a number of 


commodity fields where supplies began to balance current demand. In the case 
of a good many finished products, price controls have been progressively eased or 
suspended. Now that the squeeze between rising material costs and fixed selling 


prices is eased, there is increased concern over the problem of sustaining volume 
of sales and of financing the modernization of facilities and the diversification of 
lines of output 

Small business has thus seen some of its problems solved while others have 
emerged. In the year ahead, small business will, more than ever, need practical 
assistance in obtaining procurement contracts and subcontracts, in receiving full 
consideration in getting its fair share of tax amortization certificates in connection 
with the broadening of the mobilization production base, in obtaining timely 
financial assistance, in securing needed materials and equipment and, most 
basically, in strengthening itself in terms of management and operations for the 
economic tests ahead Paralleling all this, equitable adjustments in the tax 
structure must be given priority consideration to enable small-business concerns 
to retain a larger fraction of their pretax earnings than is now possible. 


Small business—an essential security asset 


There is more than economic sense in keeping small business healthy by assuring 
its participation in defense production and providing it with financial, technical, 


and management assistance. In the present state of international relations, an 
enlargement of open hostilities must always be considered a possibility. With 
little notice, there may come a fresh upward revision of military requirements. In 


that case we shall have to count heavily and suddenly on the facilities, skills, 
and experience of thousands of small-business concerns dispersed over every part 
of the country 

These are an important asset to the security of the United States, and it is 
essential that they be maintained continuously and actively in the mobilization 
production base. In fact, the present program for completion of the mobilization 
base cannot succeed unless the broad and varied potentialities of small business 
are recognized and active steps are taken to maintain and augment them. In 
the aggregate, the potentialities of small business are tremendous. A dynamic 
mobilization base, fully representative of all our varied production potential 
dispersed throughout the country, requires the active participation of every small- 
business concern that has demonstrated its competence in defense production 


Fundamentals of a small-business program 

In the pressure and excitement that attend the carrying out of emergency pro- 
grams, it is easy to lose sight of fundamentals. In the case of small business, 
these fundamentals are generally recognized to be a better supply of capital and 
more fully up-to-date methods of management. These two sets of requirements 
are commonly quite closely linked, for the better management a small enterprise 
can attain, the more readily can it obtain necessary financing. While the burden 
of taxation is a serious factor—and some tax relief can and should be granted: to 
small businesses—programs of assistance to small business must assume a rela- 
tively high level of taxation as unavoidable in the near future and concentrate 
upon overcoming the financial disadvantages under which small businesses 
operate at all times simply because of their size 
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Certain progressive banks and development companies have made considerable 
headway in helping small concerns meet these financial problems, but it is widely 
recognized that these problems also impose some degree of Government respon- 
sibility. As in many other areas, genuine progress depends upon finding the 
right combination of private and public policies. 

What is true of the financial requirements of small business is equally true of 
its technical and managerial needs as well. These deficiencies are ordinarily con- 
centrated in one aspect or another of management, so that a helping hand on 
1 or 2 key problems can open the way to successful competitive operation. It is 
important, therefore, that Government aid to smal] business embrace a broad 
program of assistance and counsel and not be limited to supplying capital. 

These needs of smal] business, which are fundamental and continuing, must be 
expected to become more pressing and important as the expansion phase of 
defense production wears off and the growing economy adjusts to a stable leve! 
of such production. Fortunately, these needs have not been neglected in the 
midst of programs more specifically related to defense production. Moreover, 
certain experience of the defense expansion period can be used to improve such 
assistance in ways not undertaken prior to 1951. 

A particularly significant example of such potential improvement is offered by 
the SDPA program of competency certification. This program has bridged the 
gap for many small concerns which could be awarded a Government contract if 
only they had additional financing and could get additional financing if only they 
already had a contract. The role of SDPA in certifying the competency of such 
concerns, so that awards were made and the way thereby paved for financing, 
has significance going far beyond the area of Government procurement. 

On all fronts, therefore, small business and the agencies charged by the Congress 
with responsibility for its welfare face challenges in the period ahead. On the 
one hand, the continued participation of small concerns in the defense program 
and in completion and retention of a sound mobilization base must be assured. 
This is necessary no less to assure breadth, flexibility, and toughness in our 
mobilization base than to benefit small business itself. On the other, as the 
defense program places decreasing strain upon the growing economy, the hard 
basic problems of finance; management, and technical developments must be 
given increased attention. In this aspect of assistance to small business, no 
lesson gained from the experience of the past year and a half should be neglected, 
for it is only as the advantages gained in one connection are turned to account 
in others that progress, whether in business itself or in Government programs 
dealing with business, can be assured. 

We must, moreover, keep in mind our national experience over a much longer 
period than the last few years. The small-business man today is in a position 
comparable to that of the small farmer a generation and more ago. Let us think 
back and realize how great have been the changes wrought in farming practices, 
in soil conservation, in farm management under the application of constantly 
improved methods made known to farmers throughout the length and breadth 
of the land. These changes have taken place under wise programs in which the 
Federal and States Governments, universities and land-grant colleges, and farm 
organizations have collaborated. These are programs which have properly 
found increasing favor with Congress and the American public. Appreciation 
of the tremendous advance that has been achieved in this vital sector of the 
American economy should open our eyes to the nature and dimensions of the 
challenge and the character of the opportunity that lies before us in that other 
vital sector, also made up of scores of thousands of small enterprises, the small 
business of the Nation. 

IV. ProcuREMENT 


The Federal Government today is the world’s largest buyer of machinery, 
equipment, supplies, and services. Aware of the immense impact of the Gov- 
ernment’s program upon the industrial fabric of the Nation, Congress directed in 
section 714 of the Defense Production Act of 1950, as amended, that cornpensat- 
ing steps be taken to assure that the program would not adversely or unfairly 
affect small business—the segment of the economy where the impact proved to 
be the greatest. It made clear that statutory powers, similar in part to those 
exercised by the Smaller War Plants Corporation during World War II, were 
needed to mobilize effectively the capacities of small-business concerns, and to 
assure that defense production not be limited to those large producers whose 
peacetime relationships with procuring authorities deeply affected policies and 
practices. 
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In section 714 Congress declared as its policy that ‘‘a fair proportion of the 
otal purchases and contracts for supplies and services for the Government shall 

placed with small-business concerns.’’ Congress also stated that small busi- 
ess should receive any Government contract, in whole or in part, when SDPA 
and the contracting agency found this ‘‘to be in the interest of mobilizing the 
Nation’s full productive capacity’’ or ‘‘in the interest of the national-defense 
program.” 

Under this provision, and pursuant to procedures worked out with other 
agencies, SDPA assigns representatives to Government purchasing offices to 
letermine, in cooperation with purchasing officials, which of their proposed pur- 
hases can be supplied by small business, and to decide jointly, with the pur- 
hasing officials, that all or specified percentages of the purchases should be placed 
xclusively with small business. 


oint determinations— Military departmenis 


SDPA has devoted a large share of its attention to developing a program of 
joint determination’”’ with the Department of Defense. SDPA has sought in 
iis Wav to earmark for small business as great a share of defense purchasing as 


possible, consistent with economy and the defense needs of the Nation. 
Progress has been made in the joint determination program, particularly in the 
wake of recent improvements successfully urged on the military. Some $228,- 


656,165 worth of defense contracts have been earmarked for small business, and 
an additional $41,076,002 worth are in process. Nevertheless, it must be ad- 
mitted that the program has not developed as rapidly as it should have. 

While section 714 was enacted on July 31, 1951, and the first Administrator of 
SPDA took office October 19, 1951, not until March 27, 1952, was SDPA able to 
obtain issuance, by the Department of Defense, of a directive authorizing the 
use of the joint determination procedure. Furthermore, this directive was not 
self-executing; it left to the three military departments the development of indi- 
vidual joint determination procedures. 

The Air Force followed up the basic Department of Defense directive promptly, 
establishing its joint determination procedures April 17. However, the Navy 
and the Army did not do so until late July and early August, respectively, ap- 
proximately 1 year after the enactment of section 714. 

Establishment of joint determination procedures by the three services still did 
not assure a satisfactory program. In implementing the procedures established 
by their departments, many of the technical services of the military departments, 
and particularly those of the Army, often took steps which made the procedures 
virtually worthless. 

As SDPA learned of the objectionable features of these implementations, it 
‘alled them to the attention of higher authority in the military departments. 
Most of the features were gradually eliminated. Nevertheless, time was lost. 
As a result, 15 months after the enactment of section 714 the joint-determination 
program was moving only by fits and starts. 

ven after the basic directives of the military departments were issued, SDPA 
met considerable difficulty with many individual purchasing offices in working 
yut satisfactory procedures. Contracting officers of these purchasing centers 
gave numerous reasons for rejecting proposed joint determinations. 

SDPA compiled a list of reasons most frequently given for refusal to make 
joint determinations (the list also included other difficulties in operating pro- 
cedures), and requested a meeting with the Chairman of the Munitions Board 
and the procurement Under Secretaries of the three armed services. The re- 
quest was promptly granted, and a very satisfactory meeting, held in mid- 
November 1952, resulted in general agreement on most of the problems discussed. 

The greatest problem had arisen from the provision, in the directives issued 
by the Defense Department and the individual services, that joint-determination 
procurements had to be placed with small firms by means of negotiation, rather 
than through formal advertising. The reason given most frequently for refusal 
to ent2r into determinations was that the interests of the Government would be 
better protected if the purchases were made by means of formal advertising rather 
than by negotiation. 

In many cases it was conceded to be in the interests of the national defense to 
earmark purchases for placement with small business. Yet earmarking was 
ruled out by contracting officers because of a preference for formal advertising. 

At the November meeting the SDPA Administrator pointed out that a prefer- 
ence for the formal advertising method of buying was an unnecessary obstacle 
to the joint-determination program, since there was no ke gal barrier to the use of 
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formal advertising techniques in placing earmarked procurement, albeit wit! 
invitations for bids and contract awards restricted to small concerns. The De 
fense officials agreed that this technique could be used satisfactorily where pro 
posed purchases were earmarked in their entirety for small business. 

On December 18 the Munitions Board approved use of the formal advertising 
method of placing joint-determination purchases, provided that small firms could 
supply the entire purchase. Where less than 100 percent of a proposed purchase 
is earmarked for small firms, contracting officers could continue to use the 
negotiation method of buying. (The revised procedures are printed in appendix 
A. 

The removal of this obstacle permits further advances in the joint-determinatior 
program. It does not, however, automatically assure a substantial rise in the 
number of joint determinations agreed to by the military. SDPA is hopeful that 
no further obstacles will be encountered. It will watch carefully to see whether 
the continued requirement that partia! joint determinations be placed through 
negotiation will serve to rule out partial earmarkings in instances where they would 
otherwise be appropriate 

At the November meeting the Defense officials also agreed to eliminate certain 
other, frequently encountered reasons for rejection of proposed joint deter- 
minations. Among these were the following: 

1. Joint determinations were frequently being rejected, in whole or in part 
on items included in the procurement-allocation program. It was agreed that 
large companies on planned producers’ lists should not be excluded involuntarily 
from such procurements, but that this factor would preclude only 100 percent 
joint determinations, not partial ones. Since the list is being pared down chiefly 
to items which small business does not compete for, SDPA was told that the prob- 
lem would be of diminishing importance in the future. It was agreed that SDPA 
would be given an opportunity to survey the revised list and reopen the question 
with respect to any items which small plants might produce 

2. Joint determinations were being rejected on items for which bidders wer« 
required .to be on qualified-products lists Militarv-procurement officials feel 
it would be unfair to exclude from a procurement any large concern which had 
gone to the trouble of qualifying its product. It was agreed that this situation 
could be met by making partial joint determinations 

3. Joint determinations were impossible wherever one concern had sole-source 
status. While SDPA recognized that where such status was inescapable small 
business could not participate, it was agreed that more satisfactory measures 
would be taken to give SDPA every opportunity to locate additional sources 
from among small! business concerns 

1. Joint determinations had been rejected because the historical background of 
the procurement involved indicated that small business was receiving a major 
portion of the contracts anyway. While SDPA has no desire to enter into joint 
determinations merely for the sake of making a record, in many instances joint 
determinations serve as insurance that small business would continue to receive all 
or a large part of such procurements. It was agreed that the historical back- 
ground would not constitute a reason for rejection of a joint determination. 

The agreements on these four subjects are now being put into effect by the 
military departments. It is hoped that instructions will reach purchasing offices 
quickly, in order to achieve maximum benefit for small business as rapidly as 
possible. 

Simultaneously with SDPA’s efforts to remove the many roadblocks encoun- 
tered, including those referred to above, it has sought to make the greatest 
possible use of the joint-determination program under the circumstances. As 
quickly as it could recruit and train qualified personnel, and make necessary 
arrangements with the purchasing offices, it assigned representatives to major 
Army, Navy, Air Force, and joint-service procurement centers. These SDPA 
representatives are now screening proposed purchases and initiating joint determi- 
nations on those suitable for placement with small business at 37 military pur- 
chasing offices. (See appendix B for list.) As additional qualified men ean be 
found, SDPA will assign representatives to 22 more offices (appendix B). 

These are all major purchasing centers. In many other centers the volume 
does not justify assignment of an SDPA representative. In addition, there are a 
great many other offices which handle mostly local purchases. Small business 
generally receives a much larger share of this type than it does of overall defense 
procurement. By concentrating on the major offices, SDPA can accomplish 
substantial results and at relatively small expense 
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The following table shows joint determinations initiated, completed, rejected, 
or withdrawn, and the contracts awarded by separate branches of the military 
services up to January 3, 1953. 


Joint determinations by military services 


Army Navy Air Fores Total 
Joint determinations initiated 605 166 114 1. 27 
Estimated value $216. 819. 188 | $125. 9OR. SAR $65. 727. 748 $408. 545. 494 
Joint determinations rejected or withdrawn 243 232 24 499 
Estimated value $62, 035, 669 $67, 646, 098 $9, 131, 560 $138, 813 
Joint determinations made S85 21 ”) 69! 
Estimated value $127, 012, 924 $59, 555, 443 $42, O87, 798 $228, G6, | 
Contracts awarded 4 it 17 13 
Value $25, 419, 212 $5, 255, 920 $4, 776, 462 $35, 451, 504 


rhis figure also includes joint determinations partially rejected or withdrawn 


The degree of cooperation shown by the different contracting offices in whicl 
SDPA has representatives varies sharply For instance, as of January 2, 1953 
military personnel at Detroit Ordnance Tank Automotive Center had agreed to 
earmark for small business only 1 proposed purchase, valued at $45,081, despite 
the fact that the SDPA representative had found 171 purchases suitable for 
placement with small firms. These purchases were valued at $30,049,022 
This is in striking contrast to the cooperation given by the Philadelphia office 
of the Corps of Engineers. The SDPA representative there has initiated joint 
determination on 24 procurements valued at $4,424,215, and the military pur- 
chasing officers have agreed to earmark all but one (totaling $196,320) for small 
firms 

SDPA representatives at the Navy Purchasing Office in Washington and in 
New York have initiated joint determinations on 117 purchases involving $30,- 
375,413 The purchasing officers have agreed to only 20 of the joint determina- 





tions, valued at $2,601,081 At the Navy Electronics Supply Office, Great 
Lakes, Ill., the program is working more successfully SDPA has found 13 
proposed purchases, valued at $2,682,167 suitable for manufacture by small 
firms. In every instance, the purchasing officials agreed to earmark the pro 


curements for small business, although 2 procurements totaling $937,075 wer 
later withdrawn with SDPA concurrence 

It should be pointed out that the joint-determination program has not resulted 
in price differentials for small business. Joint-determination awards have been 
at prices consistent with awards made otherwise 

The program has served to strengthen many small concerns by channeling to 
them defense contracts which they would not otherwise have received. In some 
instances the contracts have kept small plants in operation soth the plants 
and the mobilization base itself thus have benefited 

In spite of progress made, the volume of contracts going to small business 
remains low. 

The bearing which the necessity of maintaining a healthy small business com 


munity has on the vast Government-procurement program should be obvious to 
all No one should ever lose sight of the fact that a vigorous small business 


population means a more prosperous economy, a mobilization base better pre- 
pared to meet the requirements of an all-out war, and, in the long run, greater 
economy in Government buying. 

In recent months working relationships between SDPA and the Defense Depart- 
ment have improved. There has been greater cooperation, and a demonstrated 
willingness to make the agreed-upon programs more effective Particularly is 
this true of the Munitions Board, the Under Secretaries in charge of procurement 
of the three services, and certain key officers and civilian officials of the respectiv: 
services. This development is most gratifying, and the Administrator is pleased 
to acknowledge it in this report 

Even so, it is questionable whether increased cooperation will ever completely 
eliminate the declining trend in procurement from small business, and guarantee 
to small plants a share of the Government dollar in proportion to its percentage 
of the Nation’s productive capacity It may well be that legislative changes 
some possible changes are discussed at the end of this section—ere needed if 
these goals are to be achieved. 
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Joint determinations—General Services Administration 


The General Services Administration has declined to take any steps whatever 

for the earmarking for small business concerns of appropriate procurements. 
As far back as June 17, 1952, SDPA transmitted a draft of such a procedure, 
similar in most respects to that of the Department of Defense, as a proposed 
working arrangement. Not until September 16 did the GSA staff offer its counter 
proposal. Instead of following the pattern of earmarking which SDPA had 
suggested, the GSA proposal contained bid-matching provisions, not unlike those 
in effect under the surplus labor area program. SDPA accepted this alternative 
means, suggesting only comparatively minor changes. Since then, however, the 
top authorities in GSA have repudiated the proposals of their staff, and now 
decline to enter into anv agreement for either the type of joint determination 
adopted by the Department of Defense or for the bid-matching alternative. 

GSA does most of the Government’s civilian procurement and, except for the 
military departments and the Atomic Energy Commission, is far and above the 
largest Government purchasing agency. Moreover, it has recently concluded an 
agreement with the Department of Defense whereby it will also purchase certain 
shelf items for the military services. It is therefore obvious that its procurement 
activities are great enough to be of considerable importance to small business. 

While GSA statistics indicate that a large proportion of its awards are going 
to small business, SDPA is not satisfied that smali business is in fact obtaining 
a fair share. First, these statistics are based on a definition as ‘“‘small business’’ 
of all concerns employing fewer than 500 persons. With respect to many the items 
purchased by GSA, this definition is peculiarly unrealistic, as every concern which 
normally supplies the items employs fewer than 500 persons. Moreover, GSA 
makes a large proportion of its purchases from distributors who, with few excep- 
tions, have very small numbers of employees. SDPA thus has no way of knowing 
whether, if appropriate adjustments as to size are made, GSA’s record would 
indicate fair treatment of small business. Furthermore, section 714 (f) (2) of 
the Defense Production Act, as amended, speaks of ‘‘a fair proportion of the 
total purchases and contracts for supplies and services for the Government.’’ 
With so large a proportion of military end items inherently incapable of produc- 
tion by small business, it is necessary, in order to achieve for small business a 
fair proportion of the total, to make every effort to insure that small concerns 
do receive the largest possible proportion of those contracts which they can 
perform. 

The refusal of GSA, after more than six months of delay, to try out either the 
procedure devised by Congress for diverting a larger proportion of Government 
contracts to small concerns, or any alternative procedure whatever, appears to 
be at variance with Congressional policy, and is a distinct setback to the program 
of assuring small business “‘a fair proportion of the total purchases and contracts 
for supplies and services for the Government.” 


Joint determinations—Veterans’ Administration 


On January 6, 1953, SDPA representatives and officials of the Veterans’ Admin- 
istration completed arrangements preliminary to the adoption of bid matching as 
the critical element of the proposed joint determination procedures of the two 
agencies. When put into effect, these procedures will contemplate the following: 

1. An assigned SDPA representative will screen all procurements to ascertain 
those suitable of performance by small business concerns; 

2. Procurements jointly determined to be suitable of performance by small 
business concerns will be advertised; 

3. If a large business concern is found to be the low bidder, the next lowest 
small business bidder will be given an opportunity to match the low bid; and 

4. If a responsible small business concern matches the low bid in this manne r, 
and all other factors are equal, the contract will be awarded to the small concern. 

It is expected that this procedure will be put into operation on an experimental 
basis in the near future. 

SDPA feels strongly that the tilitary es sa ee other important Govern- 
ment purchasers should be required to consult with SDPA on procurement policy, 
just as the Defense Production Administration and the National Production 
Authority are required to consult with SDPA on priorities and materials allocation 


policy. This might solve the problem satisfactorily. If it does not, there may 
well be need for more specific legislation if small business is to get its proper share 
of procurement. Among other suggestions meriting consideration are two 


proposals stated below in brief and general terms: 
1. A unilateral determination procedure under which SDPA would earmark 


appropriate contracts for small business without the necessity of getting the 
military’s concurrence. 
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2. A technique of bid matching, under which qualified small business concerns 
would be permitted to match the low bid on certain procurements where the low 
bidder was not a small firm, and to receive the award on that basis. 

This bid-matching device offers several advantages, although there are disad- 
vantages as well, and it would require careful study be fore being put into operation 
It would be largely self-operative; both SDPA and the purchasing agencies would 
be able to reduce their staffs substantially, with resulting savings to the Govern- 
ment. It would automatically insure against the possibility of any greater costs 
to the Government. There could be no question as to whether a procurement was 
suitable for performance by small business, such as now arises under the joint 
determination program, since this problem would be solved automatically, de- 
pending on whether a qualified small concern could match the low bid. Further, 
the procedure might well encourage large and small concerns alike to price more 

closely, contributing to further economy in the mobilization program. 

As noted above, a program embodying a modification of the bid-matching for- 
mula is about to be instituted, on an experimental basis, with the Veterans’ 
Administration. The results of this test may prove of value in determining 
whether this technique should be given widespread application. 

Certificates of competency 

SDPA’s authority to certify a small-business concern or production pool as 
technically and financially able to perform a Government contract is a valuable 
tool in increasing small business’ share of Government procurement. 

A serious problem for many a small firm is the necessity to establish to the 
satisfaction of the contracting agency its competence to perform a specific contract. 
The problem arises when the concern is found to be low bidder or otherwise ac- 
cepts able for award of a contract, but the contracting agency’s preaward survey 
raises doubt as to the firm’s technical or financial capacity, or both. In pre-SDPA 
days, this often meant no contract for the small firm. 

Under section 714 (e) (6), however, SDPA has authority “to certify to Govern- 
ment procurement officers with respect to the competency, as to capacity and 
credit, of any small-business concern or group of such concerns to perform a spe- 
cific Government procurement contract.’’ Section 714 (f) (1) directs procurement 
officers to accept these certificates as ‘conclusive.’ 

Under existing military directives, procurement officials are instructed to see to 
it that no small-business concern that submits the low bid or is otherwise accept- 
able for an award is disqualified on the ground of incompetency without having the 
chance to apply to SDPA for a certificate. 

In many cases SDPA is able, through its programs of managerial, technical and 
financial assistance, to help the small firm overcome the contracting agency’s 
doubts without issuing a certificate. The problem usually is solved by directly 
representing the firm in arranging for bank financing and furnishing the con- 
tracting officer with commitments therefor. (See section on financial assistance. ) 

When such a solution is impossible within the limited time available, SDPA 
considers issuance of a certificate. This follows on-the-spot engineering surveys 
of the firm’s facilities and thorough examination of its resources, both financial 
and technical, its credit rating, record of performance, management, availability 
of materials and power, etc 

Sixty-eight applications for ce rtificates of competency were filed with SDPA in 
1952. <A total of 47 certificates were issued, covering contracts in the aggregate 
amount of $44,714,603.33. Thirty-eight concerns or pools so certified already 
have received contracts amounting to $34,923,975.15. Fifteen applications for 
certificates covering $19,011,305.30 worth of contracts were disapproved. 

In no case has a small firm awarded a contract as the result of a certificate failed 
to get the necessary financing. And in no case thus far has there been any default 
in the performance of such a contract. SDPA’s engineering staff checks the per- 
formance of each concern receiving & contract under a certificate of competency, 
and gives production assistance where needed. 

Certificates of competency demonstrably save money for the Government. 
If no certificates had been issued in the cases referred to above, the contracts 
would have gone to higher bidders. The minimum amount saved is the difference 
between the low bid and the one next above it. SDPA is presently computing 
this difference. While the computation is not yet complete, a check of 33 of the 
proce urements indicates a total sav ing to the Government of at least $3,161,52 
a sum many times the cost of administering the certificate program and, in fact, 
about a third more than the entire agency’s cost so far. 
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A list of the eight firms certified in the quarter ended December 31, 1952, 
appears in appendix C. Previous quarterly reports have listed all certificates 
issued prior to that period. 

SDPA has received many letters expressing appreciation for the issuance of a 
certificate of competency. One is from a small New Jersey firm engaged in the 
manufacture of electronics equipment: ‘‘We are well aware that the issuance of 
this certificate of competency by the SDPA was the deciding factor in the award 
of this contract * * * and will do our utmost to justify the confidence expressed 
in us by your administration.”’ Another is from a Massachusetts firm recently 
awarded a Navy contract: ‘It is extremely doubtful that we would have received 
this contract in the amount of $400,000 without the immediate cooperation of 
your organizi:tion in issuing to us a certificate of competency.” 


Subcontracting 


While prime contracts with the military services offer small plants the most 
direct entry into defense production, many additional opportunities lie in the 
field of subcontracting for other firms. SDPA’s program of subcontracting 
assistance serves as a catalyst in bringing prime and subcontractors together. 

Manufacturing concerns—large and small alike—frequently desire additional 
capacity of a special type to assist in meeting deliveries on large contracts. Plat- 
ing, machining heavy castings, gear cutting, welding, and the services of special 
tools, jigs and fixtures are typical of the facilities often needed on a temporary 
basis but which do not justify installation of new equipment. Many small 
companies specialize in just such operations as these, but frequently lack the 
means of locating enough business to utilize their full capacity or even to keep 
their doors open. 

SDPA field personnel, men with technical backgrounds and familiar with 
manufacturing methods and technology characteristic of their community, are 
constantly in touch with both the large and small companies that may be looking 
for subcontracting arrangements of mutual benefit. Files are maintained which 
list highly specialized equipment, such as large boring mills, special heat-treating 
facilities, and automatic screw machines on which there may be “open time” at 
the very moment it is badly needed by a prime contractor to meet a pressing 
delivery schedule. 

Statistics are available to show the effectiveness of SDPA’s subcontracting 
program in the relatively brief time it has been in operation. Although complete 
figures are lacking, because concerns frequently fail to notify SDPA of results 
achieved, data for the first 5 months of the program (through November 1952) 
discloses that a minimum of 500 contracts have been awarded as a result of 
SDPA’s referrals, with a value close to $10 million. 

An indication of the reliance many firms place on SDPA’s ‘subcontracting 
facilities files is shown in these examples: 

A large manufacturing company specializing in ordnance equipment, newly 
located in the South, placed the problem of locating all their subcontractors in 
the hands of the Richmond regional office. This will help some 100 small firms 
in the region and will involve many millions of dollars in subcontracts. 

An SDPA field office in the Northwest arranged with a prime contractor holding 
a $4 million contract to screen all of the firm’s requests for subcontractors and 
refer quslified firms to handle each kind of work required. Another firm. the 
largest prime contractor in the State, welcomed an SDPA representative into 
its office to work on its subcontracting problems. 

Again, a large concern needed a subcontractor capable of producing small, 
intricate gears of a type not usually found in smail plants. A careful survey of 
SDPA facilities records found a small plant in Massachusetts with the proper 
equipment and open capacity. With SDPA’s assistance the small firm negotiated 
a subcontract of over $250,000. 

In another case, a smal] shop owner in Florida had run out of work after failing 
to receive consideration from several large prime contractors. SDPA’s Atlanta 
regional office arranged a meeting between the shop owner and procurement 
officials at a large aircraft manufacturing company. As a result, the shop owner 
received the opportunity to quote on seven jobs. 

A Connecticut machine tool company requested SDPA to locate open capacity 
to complete the heat treating and machining of some very large machine parts. 
A small concern well suited for the work was located, thus breaking a bottleneck 
for the prime contractor and bringing the small shop $1,200 worth of business per 
month for at least a year. 

A large instrument manufacturing company in Pennsylvania was purchasing a 
component in quantity from another large company at a unit price of 48 cents 
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and experiencing such heavy rejections that the unit cost actually came to $1.50 
each. SDPA located a small plant that could furnish the item at a eost of 94 
cents each, with a very low rejection rate. 

A manufacturer in South Dakota required open time on Swiss automatic screw 
machines for processing 20,000 pieces of work. Six possible sources were found; 
two of them, located in Minneapolis, had the required open time on the machines 
needed. 

A Connecticut concern producing intricate electronic equipment called on 
SDPA for the names of several concerns capable of performing close tolerance 
machining operations on component parts of electronic equipment. After careful 
plant surveys SDPA furnished the company with the names of 10 small concerns 
with ability and capacity to perform the required operations. Subcontracting 
with an approximate dollar volume of $1,000 per month resulted. 

A Massachusetts textile machinery plant owner, faced with a slump, asked 
SDPA for any kind of machine work that would keep his plant going. As he 
stated later in thanking SDPA for its assistance, ‘You people got busy imme- 
diately and referred us to several prime contractors. Some of these firms have 
already given us a substantial amount of business, and it came directly as a result 
of timely assistance.”’ 


Production pools 


By combining their facilities into an association or pool, small business concerns 
often have a better chance to take part in defense production. Together they 
may be able to perform contracts which none could handle by itself. 

Pools were used extensively during World War II to the benefit of both small 
business and defense production. Yet by early 1952, a year and a half after 
Korea, only six small business production pools had received Government approval, 
and they had received little if any defense work. 

This situation improved decidedly during 1952. A Presidential Executive order 
transferred from the National Production Authority to SDPA the function of assist- 
ing small business concerns in forming production pools; a second Executive order 
delegated approval authority to SDPA, subject only to the required clearances by 
the Attorney General and the Chairman of the Federal Trade Commission. Prior 
to this, five Government agencies had a hand in approving pools, a process that 
took weeks or even months. 

In 1952 the number of approved pools rose to 22, consisting of 509 companies 
employing nearly 24,000 workers. ‘The length of time necessary for approval has 
been reduced significantly. Already $4,200,000 of prime contracts have been 
awarded to pools, and negotiations are proceeding on procurements totaling many 
times that figure. Through SDPA’s efforts they have been sent invitations for 
bids or requests for proposals on some $113 million additional work. 

SDPA is careful to point out to small-business men that Government approval 
of a pool confers no preferred position. Formation of a pool does not mean auto- 
matic award of a contract; a pool’s success depends on its ability to produce satis- 
factorily and at competitive prices. 

In the past 9 months SDPA has handled an estimated 2,500 inquiries and inter- 
views on pool organization. SOPA representatives have presided at 15 formal 
meetings of businessmen interested in forming pools, and have taken part in an 
equal number of committee meetings where plans were discussed and prepared. 
Analyses have been made of financial and technical data submitted by 200 com- 
panies applying for original membership in new pools or for membership in existing 
pools. 

The following tabulation shows the location of the central headquarters of 
approved pools by States, the number of companies and number of employees 
involved: 


Number 


| Number 
Number | of mem 


Number Number | of mem- 


Number 





State m- State | sm- 
Btate | of pools | ber com- | . = ' State of pools | ber com- | = wo : 
panies | Ployees* || | panies | ployees 
{| 

California 2 67 1, 300 || Ohio ] 5 350 
Connecticut ] 9 650 Pennsylvania l 13 500 
Florida 2 26 1, 300 lennessee l 14 1, 700 
Illinois 4 79 4, 00 Wisconsin l 18 850 
Nebraska. __. 1 102 5, 35 - == 
New Jersey 1 § 5 Total 22 506 23, 850 
New York 7 171 7, SH 


1 Approximated because of daily changes. 
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Although central headquarters are located in only 11 States, member companies 
are situated in 14 States. 

A list of all approved production pools as of December 31, 1952, appears in 
appendix D. 

Currently some 36 additional groups of small plants are seriously considering 
forming production pools. Fifteen of these groups have reached the state of active 
planning operations. 

In line with SDPA’s deeentralization program, industrial specialists in the field 
offices are being trained to play an increasingly active part in the organization of 
production pools. 

The case history of a typical pool throws light on the circumstances that usually 
prompt small-business men to consider pooling as a means of getting a share of 
Goverhment contracts. Five small companies in a New Jersey town, acting 
individually, had made considerable effort to get prime contracts, with little or no 
suceess. Efforts to obtain subcontracts from other manufacturers were also 
unsuccessful. Together the five companies went to SDPA with the idea of pooling 
their facilities. After considerable discussion the five manufacturers decided to 
form a pool, designating representatives to work with SDPA on a plan of opera- 
tion. This plan was approved by SDPA after consultation with the proper 
Government officials, and the agency immediately went to work to get defense 
orders for the pool. 

The president of the pool later wrote SDPA: “I am extremely grateful to 
you * * * for being so conscientious in doing your job, because it is through 
your assistance that fellows like myself are learning to sell to the Government. 
Your Small Defense Plants Administration is a terrific organization and a wonder- 
fulidea. In behalf of my pool members and other small-business men, I thank you 
very cordially for your help.” 

One midwestern pool obtained, within 10 months after its approval, 2 contracts 
with Army Ordnance, 1 each with the Navy and Air Force, and a fifth military 
contract of quite substantial value. Of the latter, an official of the pool wrote: 
‘‘* * * without the efforts of SDPA we would never have been considered for 
this item.” 


Spot assistance on procurement 


Basic procurement assistance to small plants lies in the modification of procure- 
ment policy to the extent that they get a fairer share of defense contracts. This 
helps small business in a broad way, and is not undertaken with any specific 
business concern in mind. 

It is often of more immediate concern to a small plant, however, that it be 
given a particular type of assistance, at a particular place and time, to relieve a 
particular—often critical—situation. Small-business men frequently lack knowl- 
edge of Government procurement regulations, or do not know how to get on a 
bidders list or even prepare a bid. Many need information on the location of 
proc'irement offices and items purchased. Occasionally a-small plant reaches an 
impasse in its negotiations with a procurement officer and needs assistance. 
Scores of similar situations arise daily, requiring guidance and assistance from 
SDPA. This is known as “spot assistance,” most of which is given by field 
offices although the Washington office occasionally must be called in to exert 
influence on a procurement headquarters. 

Examples of SDPA spot assistance are given below: 

The owner of a small New England tool shop explained to an SDPA industrial 
specialist that unless he found work at once he would be forced to close. That 
would have put 10 men out of work. The specialist located several jobs on which 
the man entered bids, one of which was low. After a preaward survey the con- 
tracting office reported that the shop could not meet the required delivery sched- 
ule. Following discussions between the contracting officer and the SDPA repre- 
sentative, agreement was reached in favor of the small shop, and it was awarded 
a contract in the amount of $40,000. 

A small northwestern metal-manufacturing plant’s proposal on 293,000 light 
practice mines was the fifth lowest entered. The company was located in a sur- 
plus-labor area and thereby entitled to match the lowest bid. Considerable ne zo- 
tiation between the SDPA rezional office and the pertinent ordnance district office 
was necessary before an understanding was reached, the plant allowed to match 
the low bid and receive the contract. 

A small paint and wallpaper company in Alabama was in line for a $5,300 con- 
tract from a nearby Ordnance Corps activity. The procurement was about to be 
vanceled and readvertised when SDPA personnel intervened. The transaction 
was completed as scheduled; the company got the contract. 
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An Ohio printing firm received a $400,000 contract as result of reexamination 
of its proposal by the Air Materiel Command—a reexamination urged by SDPA. 

A small Florida firm with 12 employees submitted a low bid on an ordnance 
procurement of signal devices. A performance bond of approximately $48,000 
was required, which the company was unable to provide. Ordnance officials 
were advised that the bond requirement was unnecessary—as it often is—and 
made it impossible for some small firms to submit valid bids. At the suggestion 
of SDPA the procurement was canceled and readvertised without the performance 
bond requirement. On readvertisement, the stnall company again submitted the 
low bid, was subsequently certified as competent by SDPA, and is expected to 
receive the contract. 

This company’s bid was more than $66,000 (or about one-third) below the next 
low bid. Thus, SDPA’s perseverance in this case will bring about proportionally 
large savings to the Government on this transaction, and renders worthwhile 
assistance to a small-business concern. 

Facilities inventory 

Section 714 of the Defense Production Act of 1950, as amended, authorizes 
SDPA to “make a complete inventory of all productive facilities of small-business 
concerns which can be used for defense and essential civilian purposes * a 

Formulation of a nationwide inventory of productive facilities is one of SDPA’s 
primary long-range objectives. his work began in the agency’s early months, 
and is continuing. In accordsiuce with Congress’ instruction to siehe all possible 
use of appropriate agencies cf the States, numerous conferences have been held 
with Governors and State planning and development boards. Conferences also 
have been held with Federai survey groups seeking industrial capacity information 
for other than military and essential civilian production. 

Cost has turned out to ve an important factor in this work, both at the National 
and State level. Severa. States have been able to cooperate in the program, while 
it seems doubtful that others can. Meanwhile, a more immediate system of 
obtaining facilities info‘mation was instituted on a regional basis. Under super- 
vision of SDPA procurement and engineering specialists, each regional office is 
gathering facilities information through the use of information forms together 
with newly developed product directory cards and locator logs. 

Already the facilities of many thousands of small plants have been inventoried 
under this system. Tie locator logs and product directory cards maintained in 
each region are proving valuable in providing data for use in filling defense require- 
ments through wider itilization of small firms either as prime or subcontractors. 


Contract price adjusiments 

A large proportion of military procurements awarded to small-business con- 
cerns have followed advertising and have been in the form of fixed-price con- 
tracts. The military departments have not included in such contracts price 
redetermination, escalation, or other clauses designed to minimize the risks of 
contractors against spiraling production costs or other unforeseeable contin- 
gencies caused principally by economic dislocations in a period of national emer- 
gel 

On the other hand, cost-plus-fixed-fee contracts, which are primarily nego- 
tiated with large business concerns, protect contractors against these risks; 
and even negotiated fixed-price contracts, the bulk of which are also entered into 
with large concerns, contain clauses of the types named above 

This patent disparity in risk-taking between large and small contractors 
adversely affects the successful use of small-business concerns in the mobilization 
program. 

SDPA had hoped that the reenactment of title II of the First War Powers Act 
would have the effect of equalizing these risks in keeping with ordinary standards 
of fairness and uniformity of treatment, regardless of size considerations. 

After the outbreak of hostilities in Korea, the Department of Defense appeared 
to be in accord with these principles. The Department asked Congress to pro- 
vide a basis for price adjustments in the form of amendments to contracts with- 
out consideration in situations where the action would “facilitate the national 
defense.’’ The spokesman for the Department of Defense made clear that 
its request was based upon the need to relieve small-business concerns having 
fixed-price contracts and suffering severe losses as a result of unforeseeable in- 
creases in production costs. 

Almost from the date of the enactment of this authority on January 12, 1951, 
the military departments have sharply limited its application. This has oc- 
eurred by administrative decision to deny requested amendments uniess it is 
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found that a small-business concern is ‘‘essential to the national defense,” not- 
withstanding proof that the contractor suffered severe loss on the contract due 
to factors beyond the anticipation or control of a prudent and efficient manage- 
ment. Under this test of essentiality, a single small concern can almost never 
qualify due to the existence elsewhere of capacity to produce the same item, 
even though small business as a whole is vitally essential to the safety of the 
Nation. The narrow construction .of this authority is a substantial departure 
from administrative standards used during World War II under identical statu- 
tory provisions. Moreover, no corresponding conditions or limitations have 
been placed upon the use of price redetermination, escalation, or related clauses 
to minimize the same risks encountered in the same situations under negotiated 
contracts, mainly with large concerns. 

In April 1952, SDPA unsuccessfully proposed to the Secretary of Defense that 
standards for the administration of the contract price adjustment policy be 
changed. On June 20, 1952, representatives of SDPA testified before Subcom- 
mittee No. 4 of the House Judiciary Committee ir an effort to persuade Congress 
to prescribe specific legislative standards which would require equality of treat- 
ment through the use of criteria formerly applied by administrators of the act 
during World War II. In the rush of business before adjournment, this was not 
done, and title I] was extended to June 30, 1953, without change. 

T! roughout the past quarter SDPA has continued to receive complaints from 
smal!-business concerns. A record of specific instances in which such concerns 
have been denied adjustments is being compiled. A study of the entire problem 
by SDPA is nearing completion and the results will be made available to Congress. 


Contract termination or nonrenewal 


Projected cutbacks in defense production during 1953, involving the resched- 
uling of items produced under contracts administered by the Department of the 
Army, were announced by the Pepartment of Defense in December. Whether 
rescheduling is to be accomplished is terminating contracts or by failing to renew 
them, it holds deep and obvious implications for small business. 

Of great importance to SDPA are the factors that should be taken into account. 
in determining which prime contracts for particular items are to be terminated om 
allowed to expire and which prime contracts for the same items will be continued 
under revised production schedules. Many considerations would appear relevant 
to this selection. Of vital importance as a consideration is the weight to be given 
to the fact that an affected contractor or subcontractor is a small business concern. 

SDPA believes that the provisions of section 714 cannot be overlooked in 
reaching decisions on rescheduling, and that small business concerns should receive 
a fair proportion of total procurements under revised production schedules. It is 
SDPA’s intention to take such steps as prove necessary to protect the interests 
of small business concerns in this situation. 

Of like significance are the mechanics of termiuation used. Recently, the 
Department of Defense promulgated section VIII of the armed services procure- 
ment regulation establishing the procedures to be used in terminating contracts 
at the convenience of the Government. Although this portion of the regulation 
was issued as an implementation of the Armed Services Procurement Act of 1947, 
it should be noted that the act itself does not make reference to or treat the 
problem of termination. The Contract Settlement Act of 1944, which specifically 
governed terminations in the past, is no longer applicable. 

In the light of past experience, SDPA questions the desirability of substituting 
regulations for legislative standards in a field which promises to have a great 
impact upon small-business concerns holding terminated prime or subcontracts. 
To illustrate: It will be recalled that the Contract Settlement Act of 1944 required 
contracting authorities to furnish “adequate interim financing’ to terminated 
contractors within 30 days of the date of a request. By regulation, however, the 
subject of interim financing of termination claims has been left wholly to the 
discretion of the contracting officer. By and large, small-business concerns are, 
of course, in far greater need of such financing than larger ones. 

SDPA is alert to the problems that an increase in contract terminations may 
present to small-business concerns, and has, as a first step, requested an oppor- 
tunitv to make recommendations for improvements in existing regulatory 
provisions. 


Prime contract operations 


Although section 714 authorizes appropriation of $50,000,000 for use as a 
revolving fund to enable SDPA to enter into contracts directly with Government 
agencies and to subcontract them to small concerns, only $1,500,000 has been 
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appropriated for this purpose. In view of the limited sum available, it has been 
necessary that the fund be used only in pilot operations, or in cases involving 
extreme hardship or pressing military requirements. 

The difficulties of a small firm involving extreme hardship in connection with 
performance of a contract for a critically needed military item have come to the 
attention of SDPA. As a result of its inability to secure financing, the company 
found itself in serious straits. Following its inspection of the company’s records 
and facilities, SDPA expressed interest in taking the prime contract, subcon- 
tracting to the company, and rendering such financial assistance to the company 
out of the revolving fund as is necessary for performance. Negotiations among 
the Department of the Army, SDPA and the company to consummate these 
arrangements are nearing completion. 

SDPA has also been exploring with the Department of the Navy the prospects 
of entering into prime contracts with that Department for a number of important 
items. Several specific procurements are under discussion. If SDPA enters into 
prime contracts with the Navy for any of these items, it will attempt to spread the 
work as widely as possible among responsible small-business subcontractors which 
have heretofore been unable to participate substantially or effectively in the 
mobilization program. 

V. FryancraL ASSISTANCE 


Objectives, nature and value of the program 

The SDPA financial assistance program involves no gifts, grants or subsidies; 
it imposes no controls or restrictions of any kind; and every attempt has been 
made to administer the program in such manner as to guard against inflationary 
effects. A basic premise of the program is that the public interest requires that 
small-business concerns be given financial management guidance and, when 
necessary, Government loans to overcome the special problems that confront 
them in defense mobilization. 

The program is dedicated to stirmulating and preserving the initiative, inde- 
pendence and enterprise of small, private producers of essential items—in large 
part by helping such producers to help themselves. The basic considerations in 
this program are these: 

1. That the great competitive disadvantages of small businesses generally are 
(a) their inability to afford specialized financial management; and (b) the inability 
of even well-managed concerns to obtain from private sources, in many areas, the 
intermediate and long-term credit required for their general purposes and short- 
term working capital for the processing of defense contracts, and: 

2. That under conditions of competent management, the financial needs of 
small businesses which are engaged in defense or essential civilian production may 
be fulfilled through the full utilization of the private lending system and existing 
systems of public aids and credit. 

Present programs consist of counseling, advising and actively representing small 
business concerns engaged in defense or essential civilian production in order 
(1) to obviate the necessity of outside financing whenever practicable; (2) to 
improve the attractiveness of such concerns as risks for credit and capital, when 
financing is necessary; and (3) when necessary, to facilitate transactions with the 
private lending system and the systems of direct and indirect financial aids pro- 
vided by the Government. 

SDPA has no financial aids such as loans or guaranties to extend directly. 
It serves solely as the counselor and representative of small-business concerns, 
even in their transactions with Government agencies. Unlike the small-business 
components of other Government agencies which necessarily must represent their 
agencies across the table from small business—no matter where their sympathies 
might lie—SDPA represents the small-business concern on its own side of the 
table, and thereby renders to such concern a type of service which can be afforded 
only by its larger competitors. Herein lies the unique value of SDPA as aseparate 
agency of Government, as distinguished from the small business components of 
other Government agencies whose programs may affect, but are not primarily 
dedicated to, the welfare of small business. 


Administration of programs 

This advice, counsel and representation is provided in two main channels, 
which may be termed “financial counseling’? and ‘‘loan assistance.’’ It is the 
latter which concerns the consideration and recommendation of loan applications 
filed by small business concerns with the Reconstruction Finance Corporation 
pursuant to a special authority provided by section 714. 
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This program and certain other activities are administered by the Office of 
Loans in the Washington headquarters and by 20 financial specialists who have 
been gradually assigned to the 13 regional offices throughout the year. The 
Office of Loans consists of a Director, Deputy Director, and eight financial special- 
ists. On January 1, 1952, this staff consisted of only an Acting Director and 
three financial specialists. Appointment of the first financial specialist to a 
regional office was made on March 7, 1952, and the last such appointment was 
made on September 8, 1952. Hence the record of administration of the SDPA 
financial assistance program for 1952 may not be deemed representative of a full 
year’s operation. As the program has become known to the business community, 
and as staffing proceeded against a limited budget, the volume of activity rapidly 
expanded. The peak of such activity cannot be forecast at this time. 


Financial counseling 


Throughout the year 1952, the SDPA Washington and regional offices conducted 
interviews with approximately 5,000 small-business concerns seeking aid in the 
management of their financial affairs. 

A more detailed cross section of the actions that resulted from such interviews 
will be found in appendix E, but the following examples demonstrate the wide 
range of assistance provided by the financial specialists: 

From the Richmond regional office: A small machine company sought the 
assistance of SDPA in obtaining working capital for processing a Navy contract. 
It had adequate machinery and technical ability, but its request for financing had 
been declined by its bank for the apparent reason that the company had not been 
able to present its request in a professional and effective manner. The SDPA 
financial specialists prepared a new presentation supported by the necessary 
information, accompanied representatives of the company to the bank, and suc- 
ceeded in obtaining approval of the required loan. The company has made 
satisfactory progress in processing the contract, and has received additional 
orders for defense work. 

From the Cleveland office: Here is the story as told directly by a small concern 
which produces lathes required by the Ordnance Bureau: 

‘This letter is now to advise you as to the progress we have made from the 
counsel and advice received from your visit. You will recall that you advised 
that certain outstanding notes and liabilities against the company could be elimi- 
nated from our financial statement by possibly issuing stock to these people in 
lieu of their notes. Also, you will recall that one of these creditors held notes in 
the amount of $18,000. We are now happy to report to you that we have been 
successful in eliminating more than $25,000 from our financial statement that 
were notes payable. We also found a very reputable accounting firm who have 
audited our records and we are advised today that financial statement will be 
ready for us Monday morning, December 15. We have already discussed this 
matter with the bank, and, incidentally, the bank recommended the accounting 
firm as well as legal counsel which was followed. 

“It would, therefore, appear that sometime during the coming week we will be 
able to negotiate a loan secured by tangible assets which will give us sufficient 
working capital to continue in business. For your information, Mr. ———, I 
would like to state that at the time you came into the picture to assist us there 
seemed to be not one ray of hope of surviv ing with our company. I therefore am 
very deeply appreciative of your counsel and also that you have been in constant 
touch with us for advice during the negotiations of the preceding financial arrange- 
ments * * * you can appreciate our gratitude for your efforts in our behalf 
because it now seems sure that we will continue in business and that the people 
to whom we sell greatly benefit. I will again be in touch with you next week after 
our negotiations with the bank, and will keep you advised of our progress.’’ 
(This letter was received just before preparation of this report. The followup 
letter mentioned has not yet been received.) 

From the Dallas regional office: Here is a small precision-tool concern which 
engaged almost exclusively in performing subcontracts with airplane manufactur- 
ing companies, but whose financial condition has become extended due mainly to 
undercapitalization and inadequate accounting methods. SDPA’s assistance 
and guidance have enabled the plant to continue operations by developing a plan 
for financing plant improvement, debt retirement, and working capital. 

From the Boston regional office: This is about a small manufacturing concern 
which had set aside a building fund of some $200,000 and otherwise had made 
thorough plans for the construction of a new $350,000 plant. But it had been 
unable to interest private lending sources in financing approximately $150,000 of 
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he cost of the plant. The SDPA financial specialist found that the company’s 
yperating profits were ample to amortize such a loan in an orderly manner and 
sanvassed the area for a financing source. While most of the banks were not 
interested in the long-term financing required, one banking source was located 
ind the loan was approved. 

From the Chicago regional office: A small manufacturer of metal stampings 
and spot welders failed to obtain an Ordnance contract for the production of 
60-millimeter illuminating shells because of its inability to procure necessary 
financing for performance of the contract. The SDPA financial specialist de- 
veloped a plan of readjustment of the company’s debt structure, and succeeded 
in qualifying the company for consideration on future contracts by the procure- 
ment agency. Subsequently, the company has obtained three Ordnance con- 
tracts totaling $545,000. 

From the Atlanta regional office: This concerns the case of a wood specialties 
company Which had been assured of bank financing for performance of a defense 
contract, but was faced with default on the contract when the bank withdrew its 
assurances, stating that it did not know how to prepare an assignment of the 
contract as security. The SDPA financial specialist immediately located another 
bank which proceeded to provide necessary financing. 

From the Seattle regional office: This is the case of a new small company with 
$25,000 capitalization which had no plant and required approximately $370,000 
financing for tooling and working capital to process a prospective contract for the 
production of ammunition boosters for Army ordnance. The SDPA financial 
specialist developed a plan under which (a) the local chamber of commerce leased 
an unused airport hangar to the company at nominal rental to provide plant 
space, and also arranged $100,000 in stock subscriptions; and (6) a local bank 
financed the required tooling to the extent of $180,000; and (c) suppliers of com- 
ponent parts agreed to make deliveries on credit. The contract was then 
awarded. 

The foregoing case summaries include only representative instances in which 
no Government financing was involved. In many other cases, it was found 
impossible to solve the financial problems exclusively through the facilities of 
private lenders. In these instances SDPA has aided the small-business concern 
to avail itself of the system of advance, partial, or progress payments on Govern- 
ment contracts by the contracting agency; the system of Government-guaranteed 
V-loans by private lenders, or by a direct Government loan by the Reconstruction 
Finance Corporation. 

In most instances SDPA assistance is sought directly by small concerns. But 
in many instances SDPA takes the initiative after learning of particular cases in 
which its assistance might be effective. For this purpose, SDPA has an estab- 
lished procedure with all military procurement agencies by which it receives notice 
of all adverse action on applications (1) for a partial advance or progress payment 
on a Government contract, (2) for a V-loan or RFC loan. SDPA then determines 
whether it could serve a useful purpose in undertaking further representation 


Loan assistance 

SDPA is not empowered to extend financial aids such as loans or guaranties. 
But to give strength to its function as counselor and representative of small 
enterprise, it is authorized to recommend approval of loans to the RFC. These 
loans are made out of a fund of $100 million set aside by Congress especially for 
this purpose in section 714 of the Defense Production Act 

In the administration of this authority, RFC serves as banker and SDPA 
serves as advocate of small-business applicants if they qualify under the policies 
laid down by SDPA. 

The value of this lending authority in furtherance of the Government’s policy to 
maintain a broad economic base during the mobilization period is threefold: 

1. It provides a source of credit to small-business concerns for purposes related 
to defense or essential civilian production when credit is not available fru: 
private sources, or from the Reconstruction Finance Corporation under tue 
policies of its other two lending authorities—section 4 (a) of the RFC Act and 
section 302 of the Defense Production Act—which apply indiscriminately to 
applications of large and small businesses alike, and contain no special criteria 
for the consideration of applications filed by small-business concerns. 

2. It enables SDPA, through the formulation of policies governing its recom- 
mendations of joan applications, to provide a “yardstick” for the administration 
by RFC not only of the lending authority provided by section 714; but also of 
the other statutory authorities under which small-business loan applications also 
may be eligible for approval. (See appendix F. 








1408 STANDBY ECONOMIC CONTROLS 


3. By the fact of its existence and availability as a reserve source of small- 
business credit, when invoked by recommendation of SDPA as an independent 
Government agency, it stimulates the more constructive use by RFC of its other 
lending authorities, and also by Government procurement agencies of their 
authorities to guarantee V-loans made by private lenders, with respect to appli- 
cations filed by small-business concerns. 

In this connection, the accompanying chart illustrates the increasing monthly 
ratio of RFC approvals of business-loan applications since inauguration of the 
SDPA financial-assistance program at the beginning of 1952 and during the 
immediate preceding months. Since 90 percent of all RFC business-loan appli- 
cations are filed by small-business concerns, the increasing proportion of approvals 
indicates the constructive effect achieved by the enactment of the section 714 
lending authority. Further, as shown in the record of actions printed later in 
this section, 66 percent of the total of loans approved by RFC on SDPA’s recom- 
mendation have been charged to authorities other than section 714. 

‘This increase in approved loans has not been achieved at the expense of the 
lowering of credit standards below prudent levels. As also noted in the record of 
actions, against the 289 applications approved, to date RFC has reported only 
one default, and an estimated loss of $50,000. 

Distinctions between lending authorities 


In addition to the lending authority provided by section 714, the RFC is 
authorized by section 4 (a) of the RFC Act to make loans to ‘“‘any business 
enterprise” for all of the purposes provided by section 714; and is authorized 
by section 302 of the Defense Production Act to make loans to “‘private business 
enterprises (including research organizations not organized for profit)’’ for all of 
such purposes so far as they are related to defense production. While many 
proposed loans may be made under the policies of 2 or 3 of these RFC authorities, 
others may be made only under section 714 by reason of differences in the policies 
of such authorities, as follows: 

1. Section 4 (a).—Peclicy statement No. 1 of the RFC Loan Policy Board 
requires: ‘‘That all securities and obligations purchased and all loans made be 
of such sound value or so secured as reasonably assure retirement or repayment.”’ 
This requirement is derived directly from a provision of the RFC Act and is con- 
sistent with the policy of section 4 (a) that loans made thereunder must support 
the credit standards of private commercial financing. 

The policy of section 714 is that loans made thereunder shall represent sound 
credit risks and that an adequate margin of tangible collateral security shall be 
required with respect to loans generally which are to be repaid from earnings. 
However, security requirements may be considerably relaxed in conformity with 
the spirit and purpose of the statute with respect to loans to finance the construc- 
tion, conversion, or expansion of plant facilities, or the acquisition of machinery, 
equipment, etc., needed to process a defense contract. 

The RFC policy statement also provides: ‘“‘The primary consideration in de- 
termining whether to grant a loan shall be the interest of the general public rather 
than the interest of the individual borrower.”’ The policy of section 714 likewise 
is to provide only for loans which serve the interest of the general public—but 
such policy also contemplates the active relief and assistance of small-business 
concerns in problems of financial management which have arisen in a period of 
mobiliz>t on. 

2. Section 302.—The policy of section 302 of the Defense Production Act is to 
provide a reserve source of capital to supplement local supplies of private capital 
available for financing objectives which are deemed particularly essential to the 
defense program. Such policy contemplates that the credit considerations are 
subordinate to considerations of the objective to be served; that is, that losses 
may be justified by the publie interest to be served through accomplishment of 
the objective. The policy of section 714 is that loans made thereunder shall 
represent sound credit risks, without regard to the degree of importance of the 
objective to be served by the loan. 

RFC-SDPA operating procedures 


Loan applications filed with RFC are simultaneously considered under section 
4 (a) of the RFC Act and section 302 of the Defense Production Act, when appli- 
cable, and under section 714 when the applicant files an executed form SDPA-—22, 
entitled ‘Application for Loan Recommendation.” The determination as to 
which authority may be utilized is made only at the time of approval of the loan 
applications, and it is not necessary for the applicant to concern himself with a 
choice of authorities under which to file his application, but he must execute form 
SDPA-—22 to be considered for a loan under section 714. 
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To avoid duplication of effort and expense, SDPA does not do fieid processing 
of applications which are subject to consideration of. its recommendation under 
section 714, but relies upon the reports prepared by the RFC offices. These 
reports are furnished to SDPA when the loan application is accompanied by an 
executed form SDP A-—22. 

In instances in which the application might have been approved under section 
4 (a) or section 302, without the necessity of SDPA recommendation, the effort 
expended by SDPA proves of course, to be unnecessary. However, such occa- 
sional waste of effort is deemed preferable to the waste of time which would result 
from a procedure under which SDPA would consider its recommendation under 
section 714 only after RFC had considered and adversely acted upon an applica- 
tion under section 4 (a) and section 302. 

During 1952 RFC delegated to its field offices the authority to approve loan 
applications under section 4 (a) of the RFC Act when the amount of the applica- 
tion does not exceed $50,000, or does not exceed $100,000 in instances in which a 
financial institution has agreed to participate. The effect of such delegation of 
authority is to eliminate all Washington processing of small-loan applications, 
thereby saving a minimum of 3 weeks in processing time. 

Such delegation of authority with respect to the approval of loan applications 
under section 4 (a) is made feasible by the fact that credit standards under such 
authority have become well established. Further, a minimum risk is involved 
in loans made under such authority, due to the somewhat rigid credit standards 
under which the authority is administered. 

A similar delegation of authority to RFC field offices with respect to the ap- 
proval of loan applications under section 714 has been under discussion for several 
months by SDPA and RFC. Such delegation would reduce the processing time 
of applications under section 714 similar to that effected by RFC delegation under 
section 4 (a). A few days saved in receiving final action on a loan application 
sometimes means the saving of a small company. 

SDPA has been prepared for some time to decentralize its reeommending func- 
tions under section 714 to its field offices, but RFC as yet has declined to make a 
corresponding delegation. An admitted difficulty is the fact that the credit 
standards are influenced by the policy of the authority, and not entirely by the 
standards of private commercial financing. Nevertheless, the Administrator 
believes that difficulties in carrying out such a decentralized lending program can 
and should be overcome as quickly as possible. 

The Small Business Committees of both the Senate and House have recom- 
mended such decentralization, and SDPA remains ready to delegate this authority 
if RFC agrees to do so. 

SDPA and RFC are still negotiating on the matter. 

Record of actions 

There is annexed, as appendix G, a tabulation of SDPA and RFC activity 
upon all loan applications filed for consideration under section 714 sinee the 
beginning of the SDPA financial assistance program in January 1952, through 
December 31, 1952. The total of 1,475 applications in the aggregate amount of 
$390,885,025.09 which have been filed may be compared with the total of 645 
applications in the aggregate amount of $46,854,985 which were filed with Smaller 
War Plants Corporation between June 30, 1942, and June 5, 1943, the first year 
of the corporation’s existence. (See Sixth SWPC Report, p. 3.) 

From such tabulation, it may be observed that 1,093 applications in the aggre- 
gate amount of $325,034,351.81 were withdrawn by the applicant, found ineligible 
for favorable recommendation under section 714, due to noncompliance with 
statutory requirements or criteria established by SDPA, or recommended unfavor- 
ably due to noncompliance with SDPA credit standards, and that 321 applications 
in the amount of $42,802,840 have been favorably recommended by SDPA. 

Also, it may be observed that 32 applications in the aggregate amount of 
$5,291,937, which have been favorably recommended by SDPA, are pending 
action by RFC, and that the remaining 289 applications in the aggregate amount 
of $37,046,077, which have been favorably recommended by SDPA, have been 
approved by RFC and charged to its various authorities as follows: 





Number Amount | Average 
Sec. 714 ue 135 | $12, 695, 535 | $94, 041 
Sec. 4 (a ieieaiies 115 | 13, 381, 423 | 
Sec. 302 39 10, 969, 119 
Total —_ ee a 289 | 37, 046, 077 128, 187 
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Through November 30, 1952, the latest date for which statistics are available, 
62 of such approved loans had been closed. Aggregate disbursements of 
$4,116,575 and aggregate repayments of $455,761 had been made, leaving 
$3,660,814 in disbursements outstanding; 5 loans had been paid in full, and | 
default had occurred. The default occurred in a loan of $80,000 made to finance 
the performance of a contract to produce Arny cots. This was the first loan made 
under section 714, in February 1952, and the estimated loss is $50,000. 

Previous quarterly reports have listed all applications approved through the 
3-month peviod ended September 30, 1952, as required by section 714. There is 
annexed, as appendix H, a listing of all applications approved upon the favorable 
recommendation of SDPA during the quarter ended Deeember 31, 1952. 


Participations by banks 

In the consideration of recommendation on loan applications, special effort is 
made by SDPA to induce commercial banks to participate in the prospective 
loans in substantial amounts. To oe oo have participated in 45 loans in 
the aggregate amount of $5,790,299.74, or 15 percent of the total number and 
15 percent of the aggregate amount ot loans made by RFC upon the recom- 
mendation of SDPA 

Of such participation loans, 33 loans in the aggregate amount of $4,423,299.74 
have been made on an immediate-participation basis, or 73 percent of the number 
and 76 percent of the aggregate amount of participation loans made. The 
remaining 12 loans in the aggregate amount of $1,367,000 have been made on a 
deferred-participation basis, or 27 percent of the number and 24 percent of the 
aggregate amount of participation loans made. 

Of the 33 loans in the aggregate amount of $4,423,299.74 which have been made 
on an immediate-participation basis, the banks’ participation has totaled $918,874, 
or 21 percent of the aggregate. Of the 12 loans in the aggregate amount of 
$1,367,000 which have been on a deferred-participation basis, the banks’ partici- 
pation has totaled $535,200, or 39 percent of the aggregate. 


Characteristics of approved loans 

Analysis of the 289 loans approved by RFC under the favorable reeommenda- 
tion of SDPA reveals significant factors with respect to the size of borrowers, and 
the size, purposes, and industrial classifications, as follows: 

1. Employment size of borrower.—Most of the loans were made to companies 
employing fewer than 100 persons. Such loans accounted for 82 percent of the 
number and 63 percent of the value of the total approved. Thus, 5 of every 6 
loans, representing 63 cents of every $1 made upon the recommendation of SDPA, 
have been made to companies employing fewer than 100 persons. 

Only 2 percent of the loans were made to companies employing as many as 300 
to 400 employees, and these accounted for only 4 percent of the value of loans 
made. So far no loans have been made to companies whose employment exceeds 


400. 
The distribution of loans by employment size of borrowers is shown in the 


following tabulation: 


Loans approved upon SDPA recommendation 


[Classified by employment size of borrower] 


Number of loans Value of loans 


Employment size of borrower 
In thou- 


Number | Percent Percent 


sands 
1-99 238 82 | $23, 308 | 63 
100-199 37 13 8, 730 24 
200-209 9 8 3, 350 | ° 
300-399 5 2 1, 600 | 4 
289 100 1 36, 988 | 100 


Total 


1 Figures are amounts first approved by RFC and do not reflect adjustments by RFC. 


2. Size of loans.—Most of these loans have been for relatively small amounts, 
Slightly less than two-thirds of them (190 out of 289) were for amounts less than 
$100,000. Only 15 loans were in excess of $500,000. The average size of loans 
was $128,000, and 50 percent of them were for less than $65,000. The smallest 
loan was for $4,200, and the largest was for $1,275,000. 
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The following tabulation shows the distribution by size of loan: 


Loans approved upon SDPA recommendation 


[Classified by size of loan] 





| Number of loans Value of loans 


Size of loan 


ead Percent 








| 
Up to $25,000 eles nina 49 | 17 $668 2 
$25,000 to $50,000 Bx 63 | 22 2, 255 6 
$50,000 to $100,000 ’ ‘ 73 7| 5,679 15 
$100,000 to $200,000 . ae ne 51 | 18 6, 927 19 
$200,000 to $300,000 | 18 | 6 | 4, 333 ll 
$300,000 to $500,000 | 15 | 5 5, 716 16 
Over $500,000_. ki ; sséagieiok 15 | 5| 11,605 31 
Total  sanerog 289 | 100 | 136, 938 | 100 
| 


1 Figures are amounts first approved by RFC and do not reflect adjustments by RFC. 


3. Purpose of loans.—Acquisition or construction of facilities and working 
capital were the two major purposes of the loans approved. These purposes 
accounted for 54 percent and 43 percent, respectively, of the total value of loans. 
The remaining 3 percent involved refunding of debt or other purposes. 

4. Loans classified by industry.—Slightly more than one-third of the number 
and value of loans approved were for companies engaged in fabricating metal 
products and manufacturing nonelectrical machinery. 

Approximately half of the number and value of loans were for companies in 
the metals and metalworking industries. 


Loans to lumber and food product firms were also important numerically 
and valuewise. Although not large numercially, loans to ordnance and trans- 
portation equipment concerns ranked high in amounts. 

Industries receiving the highest average loans were ordnance, primary metals, 
food products, and transportation equipment. 

It is significant that although the largest number of loans went to the nonelec- 


trical machinery industry, the average size of loan for this industry was among the 
five lowest. 


Loans approved upon SDPA recommendation 


[Classification by industry] 


| 

















Number of loans | Value of loans | Average 
tiated sionian eats size of loan, 
| | in thou- 
| Number Percent mn Coe Percent sands 
35 Machinery, except electrical 57 20 | $7, 477 20 | $151 
34 Fabricated metal products 39 13 5, 990 | 16 | 1i4 
24 Lumber and wood products_-____. 23 | 8 | 1, 929 5 | $5 
20 Food products 22 | 8 | 3, 516 | 10 | 1€0 
36 Electrical machinery “ta 19 7 1, 390 | 4} 73 
37. Transportation equipment._....._.. 18 6 | 3, 576 | 10 262 
19 Ordnance equipment 14 5 3, 648 | 10 261 
33 Primary metals 7 2 | 1, 530 | 4 219 
28 Chemicals ll 4) 1, 521 | 4) 138 
32 Stone, clay, and glass products aa | 9 3 1,055 3 | 117 
30 Rubber products ‘ 5 2 | 605 2] 121 
Other manufacturing ! ; > 26 4 2, 821 | 8 | 109 
Tota) manufacturing cain 250 87 | 35, 058 95 140 
Nonmanufacturing 2 39 13 | 1, 930 | 5 49 
Total ‘ ag ct 289 100 | #36, 988 100 | 128 
i 
! 





' Includes tobacco, textiles, apparel, furniture, paper, scientific instruments and watches and clocks, and 
miscellaneous 

? Nonmanufacturing loans were distributed over 14 groups, including much varied industries: Mining and 
quarrying; general building contractors; grain and food storage; water transportation; assemblers of farm 
products, etc. In the main these firms had less than 25 employees each, 

* Figures are amounts first approved by RFC and do not reflect adjustments by RFC. 
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VI. MaTerRIALs AND EQuIPMENT 
Materials 

Although responsibility for the allocation of materials is lodged in the Defense 
Production Administration, the National Production Authority, and various 
claimant agencies, SDPA exercises vital advisory and consultative powers on 
behaif of small business. Section 714 of the Defense Production Act gives SDPA 
this advisory authority and also requires other agencies to consult with SDPA 
before issuing orders pertaining to materials. The congressional objective is a fair 
share of materials for small business concerns. 

Thus SDPA has membership on the DPA Requirements Committee and 
Program Adjustment Committee, and on the NPA Order Clearance Committee 
and about 30 NPA operating division requirements committees. It is in these 
bodies that allocation policies are formed and regulatory orders are written. 

SDPA’s materials program also embraces spot assistance to individual small 
concerns. In this connection, the agency received and acted on over 300 requests 
throughout 1952. These actions ranged from explaining NPA orders to repre- 
senting concerns before the NPA Appeals Board and arranging for the acquisition 
of scarce materials by private sale. 

The agency early addressed itself to the problem of the small single-line producer 
of so-called consumer items whose allotments of steel, copper, and aluminum 
threatened to bankrupt him. Most seriously affected were producers of jewelry 
findings, windows, doors, siding, baby carriages, lawn mowers, and similar 
products. SDPA suggestions helped in the establishment of the small-business 
hardship panel, which controlled a pool of materials contributed by each NPA 
industry division. Of some 600 formal applications to the hardship panel, the 
great majority were honored, and direct supplemental allotments were made. 
On the basis of policies established in the administration of this account, several 
thousand additional firms were indirectly benefited. With improvement in the 
materials situation, the workload of the panel has decreased. 

As a result of the curtailed supply of steel due to last year’s strike, SDPA 
proposed various modifications of existing regulations to deal with the special 
problems created for small business. NPA accepted virtually all of these recom- 
mendations. The changes proved effective in preventing large concerns from 
obtaining an unfair proportion of the reduced steel supply. 

Wherever SDPA found that NPA orders adversely affected small business, 
changes or revocations were urged. As a result of discussions in which SDPA 
took a leading part, order M—59 (steel strapping) and order M—56 (waterfowl 
feathers) were revoked. Both restricted small plants in their efforts to get military 
contracts. Revocation of M-69 (sulfur) was recommended by SDPA despite 
objections by other agencies. Other orders in whose revocation or modification 
SDPA played a part were those relating to the use and distribution of metal cans, 
metal closures, use of tin, removal of aluminum foil and chrome stainless steel 
from control, and others. 

In anticipation of decontrol of materials, SDPA is making studies to determine 

how the agency can best serve small business during and after the transition 
period. Its aim is to avoid a repetition of the post-World War II chaos that 
resulted in black markets, gray markets, and ‘daisy chains.” SDPA believes 
that small business will again be the main sufferer unless there are proper safe- 
guards. 
f& SDPA is opposed to controls if shortages happen to be created by normal 
economic demand, but it favors controls if shortages are created by Government 
activities. It feels that Government must meet its responsibility to compensate 
for the impact of its own programs. (See appendix K. 

The Administrator recommends that when decontrol is accomplished it be 
done in such a way that no manufacturer will have to compete for materials the 
supply of which, available to civilian use, is less than specified percentages of total 
availability. For example, using four carbon steel products of great concern to 
SDPA because of their widespread use by small business, controls should be 
retained on structurals, merchant bars, including light shapes, and tubular 
products (production facilities) if the combined military and Atomic Energy 
Commission requirements for each product exceed 5 percent of the total supply 
of each product, and on steel plate, three-eighths-inch and up, if the demand is 
over 3 percent. Decontrol by shapes and forms is regarded as essential. 

SDPA has given aid in a wide variety of cases in its spot assistance program, 
A few examples illustrate: 

A small New York plant employing 25 workers makes a single product—bronze 
doors for mausoleums. An NPA order forbidding the use of copper for such 
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purpose threatened the firm with failure. For almost a year the company had 
appealed to NPA for relief without success. Supporting the appeal, SDPA 
convinced the NPA Appeals Board that the facts in this case clearly fell within 
the adjustments or exceptions clause of the order, and the company was granted 
relief. An official of the company later testified at a House Small Business Sub- 
committee hearing that “SDPA put us back in business.” 

An Oregon firm that manufactures an automobile parking device was unable 
to find a division in NPA that would accept it as an applicant for steel. No one 
would classify it as either a manufacturer of a B product or a company entitled 
to steel for construction. SDPA brought about a decision on classification from 
NPA and obtained an allotment of material to keep the company going. 

A New York firm making waxes necessary to jet engine production was unable 
to get a quantity of diatomaceous earth for filters. SDPA located a beet-sugar 
producer and persuaded him to sell sufficient quantity to the New York firm. 
Later an additional amount was similarly arranged for. 


Machinery and equipment 


The machine-tool industry, which produces the equipment by which other 
industries live, has experienced a feast and famine existence since World War I. 
It entered World War II unprepared for the great demand, was built up to meet it, 
and after the war was left to founder in a market saturated with its products. 
Many thousands of machine tools were distributed free to educational institutions. 
The Government has title to some 40,000 others. 

Yet Korea led to another machine tool bottleneck, brought about by stepped-up 
military orders and rapid, radical changes in design and metallurgy. Under 
NPA’s system of control, favorite-brand manufacturers developed huge backlogs 
while many competent but lesser known manufacturers were operating far below 
capacity. These included most of the small machine-tool producers, who make 
up some 90 percent of the 400 concerns in this industry. Like the small producers, 
small users of machine tools likewise felt the pinch. SDPA’s machinery and 
equipment program is directed toward assistance for both. 

On behalf of the small producer of machine tools and heavy production equip- 
ment, SDPA’s Machinery and Equipment Division performs the same services 
with respect to allocations, orders, and regulations as the Materials Division does 
for other industries. Also, SDPA machine-tool experts have made over 100 visits 
to small machine tool plants in the East and Midwest to guide them ia solving 
their problems. Subcontracting assistance also has been given: 2s one example, 
the Chief of the Division arranged for $4,500,000 in machine tool subcontracts 
while serving on the Defense Mobilizer’s Manpower Task Force in the Detroit area. 

On behalf of the small user of machine tools, SDPA has labored on several fronts 
to make these hard-to-get items more accessible. 

Through participation in the Production Equipment Central Inventory Group— 
the interagency committee that allocates idle Government-owned machine tools 
to defense contractors—SDPA acts as the agent of small firms in acquiring these 
tools. Many of the tools, however, are worn out or obsolete, and they are avail- 
able only on lease. Since few small firms are able or willing to spend large sums 
to recondition them for use on a lease basis, few of the tools find lessees. SDPA is 
proposing, therefore, that it be given full control of the PECIG tools with author- 
ity, first, to give their manufacturers the opportunity to acquire those fit for 
reassembling through ‘‘cannibalization’’; second, to scrap useless or worn-out 
tools, and third, to sell the remainder at reasonable prices to manufacturers on the 
basis of essentiality of the plant’s productior. SDPA believes this would get 
more of them into the haads of those who need them most—the small plants. 

SDPA also works with other Federal agencies to recover for industry the 
thousands of idle machine tools held by educational institutions. The Machinery 
and Equipment Division has circulated lists of these tools, as well as those in 
the PECIG group, to SDPA regional directors so that small-business men may be 
informed of their availability. A reporting system also has been devised under 
which the institution selling a tool reports its sale. 

New, used, rebuilt or foreign tools can be located on short notice by means of 
SDPA’s library of over 400 catalogs. These were solicited by letter from every 
known manufacturer, secondhand dealer, rebuilder and foreign tool importer in 
the country. 

Finally, SDPA obtained modification of NPA’s machine-tool order (M-—41), 


and thus eased the stringent requirements imposed on small machine tool builders 
and users. 
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In its 10 months of existence the Machinery and Equipment Division has given 
direct assistance to approximately 425 small firms in locating and acquiring 
machine tools. Another 200 have received guidance and advice in solving 
machinery and equipment problems. Subcontracting or other assistance was 
given in over a score of additional cases. 

The following examples illustrate the varied kinds of machinery and equipment 
assistance given by SDPA: 

A Pennsylvania firm producing airplane equipment was using certain essential 
tools on lease from the Air Force, which later attempted to withdraw them. 
Such withdrawal, the company declared, would have virtually foreed it out of 
business. It appealed to SDPA, and the agency’s intervention resulted in the 
Air Force’s revocation of its order for removal. This same firm also needed 
$100,000 worth of additional machinery, and had exhausted all known sources, 
SDPA was able to find the needed machinery, which the firm purchased. 

A Colorado company working on aircraft parts needed two turret lathes, which 
SDPA located at the Omaha Air Force Base. 

A furnace for annealing 40-foot bar stock was found for a Chicago firm. 

A planer was located for a St. Paul machine company. 

Boring machines were found for a Minneapolis plant holding contracts for gun 
parts. 

Twelve lathes were obtained for a California firm. 

By interceding with NPA, SDPA cut 7 months off the delivery date of a piece 
of heavy equipment badly needed by a Connecticut machine-tool producer. 


VII. Orner Activities 
Tax amortization 

Another principal activity of SDPA is its program to assure small business a 
fair share of the benefits of accelerated tax amortization, a device used to encourage 
industrial expansion. 

{s in so many of the mobilization programs, the pattern was already established 
by the time SDPA was able to make its influence felt in the authorization of rapid 
tax writeoffs on new or expanded industrial facilities. Big concerns were getting 
the greatest benefits; the competitive position of smal! business within many 
industries had been seriously impaired. 

SDPA found that only 10 percent of the value of the certificates of necessity 
issued by the Defense Production Administration had gone to small business. 
Accordingly, it proposed to DPA a program which, after much discussion, evolved 
as one in which SDPA negotiates with NPA and DPA for establishment of specific 
‘small busimess shares’”’ of announced expansion goals for the various industries 
These shares are based on the estimated pre-Korea proportion of the particular 
industry represented by small concerns. Qualified firms are invited to avail 
themselves of the tax privileges if they desire. 

By the end of 1952, small business shares in 38 expansion goals had been 
negotiated. (See list, appendix I.) Twenty-four additional goals were under 
study for future recommendations. 

SDPA also assists small-business men in taking advantage of the new oppor- 
tunities made available to them. Since mid-1952, when the agency’s tax amor- 
tization program was begun, SDPA has given assistance in over 300 cases, ranging 
from answering inquiries to sponsoring applications filed with DPA. Ninety-one 
percent of the petitions sponsored by SDPA have been granted. Several hundred 
additional small business applications which had not been acted upon at DPA 
NPA were taken up and approved upon SDPA intervention, and many more 
received quick approval as soon as small business shares were established. 

Small business participation in the tax-amortization program has shown a 
marked increase. In the final quarter of 1952, small business concerns were 
certified for 20 percent of the total value of facilities approved for tax amortization 
in that period. This compares favorably with the mere 10 percent that small 
business had been awarded by early 1952. Yet it is still a long way from the 
30 percent that SDPA considers to be a fair share. Furthermore, the overall 
figure for the 26 months the program has been in operation is less than 15 percent. 

The following 10 examples illustrate the disparity between what has been 
awarded small business in certain selected industries, such as foundries, structural 
and ornamental products, construction and mining machinery, etc., and what 
SDPA calculates to be small business’ fair share. The examples do not indicate 
average conditions throughout all industries; they simply show how unbalanced 
the pre-Korea relationship has become in particular instances. 
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Experience of small manufacturing concerns in selected facilities expansicn programs 
sponsored by tax amortization 


[October 1950-August 1952] 


| Small busi- Estimated 





pep | ness share | “fair share” 
approved of approved | for small 
” | total | business 
Thousands Percent Percent 
Gray iron foundries : $41, 053 | 12 | 38 
Nonferrous foundries 18, 438 14 34 
Welded and heavy-riveted pip« . 197, 971 13 37 
Structural and ornamental products 33, 102 | 7] 35 
Boilershop products 23, 452 5 | 38 
Construction and mining machinery 60, 298 14 | 30 
Metalworking machinery, n. e. « 31, 707 | 29 | 39 
Pumys and compress °rs 27, 525 21 | 40 
General industrial machinery, n. e. c 11, 678 25 | 41 
Engines and turbines : 41, 659 7} il 


These disparities have not, of course, been deliberately planned or created by 
DPA. They do, however, illustrate what can happen in carrying out a defense 
program unless some agency is specifically charged with representing small 
business. 

In October, as a result of 3 months’ operating experience under the tax-amor- 
tization agreement with DPA, SDPA proposed 3 revisions which the DPA 
Administrator presently has under consideration. These proposals, which, if 
accepted, will enable SDPA to do an even better job on behalf of small business, 
are as follows: 

1. The Facilities Review Board, a control group of which SDPA is a member, 
is presently limited to reviewing and commenting on only those applications in 
excess of $500,000. The Board recommends denial if it finds that existing idle 
facilities make the proposed expansion unnecessary. Because small business has 
an even greater interest in projects of less than $500,000, SDPA has proposed to 
DPA that it be asked for comment on all such cases. This is particularly im- 
portant in preventing authorization of expansion where there is existing idle 
small business capacity. 

2. SDPA should be notified when a new expansion goal is proposed or an 
interim goal is to be extended, so that small business may be apprised of the de- 
sired expansion in their industry before the total expansion is preempted by big 
business. This would permit consideration of available small business capacity 
before the goal is established. 

3. Goals which have been filled and closed, although no small-business shares 
had been established, should be considered still open for individual small-business 
applications. A goal would remain open for small business until its pre-Korea 
level is reached. 

The case of a Virginia synthetic glycerine plant illustrates the adverse effect of 
a rigid refusal to reopen a ‘‘closed” goal. -In this case the appropriate NPA in- 
dustry division indicated it would deny the plant’s application for a certificate of 
necessity because the particular expansion goal had been met and closed. SDPA 
pointed out that one large firm had taken up the entire goal, shutting out the 
small firm, which happened to be its only competitor. The small concern’s 
application was for only 6 percent of the total goal tonnage. SDPA requested 
that, in order to keep the small concern competitive, it be allowed the same tax 
privileges as its big competitor. This request is currently under consideration 
by DPA. 

In several cases SDPA has obtained a reversal of an earlier denial of a certifi- 
cate of necessity. For example, a Washington State nut and bolt company’s 
application was denied because it gave the erroneous impressicn that the pro- 
posed expansion was merely to provide storage space. SDPA helped rewrite the 
application, pointing up the relevance of the proposed expansion to the defense 
program, and it was approved. 

In another case, a shipbuilding company’s application had been denied be- 
cause of adverse comments by the Navy. However, the Navy acceded to SDPA’s 
request that it make another survey of the plant, and subsequently reversed its 
original recommendation to pave the way for granting of the certificate. 
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Management services 

In every survey of the ills of small business firms, lack of experience and lack 
of good management policies and practices stand near the top of the list. Un- 
doubtedly with these facts in mind, Congress directed the Small Defense Plants 
Administration ‘“* * * to provide technical and managerial aids to small 
business concerns, by maintaining a clearinghouse for technical information, by 
cooperating with other Government agencies, by disseminating information, and 
by such other activities as are deemed appropriate by the Administration.” 

A limited service of this kind was being carried on under the managemeat and 
technical programs of the Office of Small Business, Department of Commerce. 
These were transferred to SDPA in March 1952 in order to eliminate duplication 
and to make fuller use of Government experience in this activity. 

Based upon this experience, and analyses made since the Management Service 
Division was established in SDPA, a program has been formulated, approved, and 
placed in action. It is the only such Government service available to small 
business. Technical and management information is drawn from many original 
sources, reviewed, classified, evaluated, and then disseminated through established 
governmental and private business channels for the use of the operators of smaller 
manufacturing firms. 

This information is classified into four publications series and an advisory 
service. The publications are available at all field offices of SDPA and the 
Department of Commerce. Only limited numbers of the publications are printed 
and distributed by SDPA. They reach a much wider audience, however, because 
often they are reproduced and redistributed without cost to the Government by 
business papers, trade associations, business firms, Chambers of Commerce and 
similar organizations that have been placed on SDPA’s mailing list at their own 
request. 

The publications are classified as follows: 

1. Management aids for small business.—These are 4-page leaflets, of 2 types. 
The first is prepared either by SDPA or another agency and concerns relationships 
between the producer and the Federal Government. Examples are: How Small 
Plants Can Sell to the Federal Government, Subcontracting for Small Plants, and 
How the Walsh-Healey Public Contracts Act Affects Government Supply Con- 
tractors. The second type deals with internal management problems such as 
methods engineering, business insurance, plant health, reducing accidents, wage 
incentives, and similar topics. These are written without charge by expert 
management engineers, university business school faculty members, certified 
public accountants and others. Examples of such aids are: Adequate Production 
Control, Is Your Labor Turnover Cost Too High?, How the Small Plant Can 
Analyze Old and New Markets, and Saving Manpower in Industry. Lighteen 
management aids have been issued. 

2. Technical aids for small business.—These present solutions to technical prob- 
lems involving two or more industries. Subjects are decided upon by SDPA as a 
result of its contacts with small manufacturers throughout the country. Typical 
titles are: Sharpening Certain Metal Cutting Tools Used in Machine Shops, 
Precision Measurement of Workpieces, Machining Aluminum, Metallizing, 
Machining Plastics, Cutting Oils and Coolants, and Corrosion in Machine Shops, 
Causes, and Prevention. At the clost of 1952, 18 technical aids had been released. 

Management Aid No. 1, entitled ‘“‘How Small Plants Can Sell to the Fecera.l 
Government’’, was carried by Screw Mechine Engineering as an article in its 
October issue. The Sutton Publishing Co. reported that as a result of reference 
to Technicel Aid No. 6, entitled ‘‘Selecting the Right Tool Steel’’, in the Octcber 
issue of Metal Working, they received 150 requests for additions) information. 
The Scientific Apparatus Makers Association called the attention of their mem- 
bers to both management and technical aids, with the result that, as they seid 
of one aid: ‘‘* * * the number of requests received for it exceed almost any 
other publication we offer.” 

Of many comments from users of the aids, the following are selected 2s typical: 

A midwestern manufacturer writes: “* * * we use both the menegement 
and technical aids in our safety program and/or in our supervisors’ conference 
meetings. As an example, we have just recently ordered and received 20 copies 
each of Bulletin No. 10, Saving Manpower in Industry, and Bulletin No. 11, 
Minimizing the Cost of Breaking in New Personnel. Each one of our supervisors 
will receive a copy of each bulletin to aid him in his work. Please continue to 
send management and technical aids.” 

From the Air Force: “The information contained in technical aids for small 
business is of value to the maintenance organization of the ____ Strategic Recon- 
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nsissance Wing. It will be appreciated if two copies of each publication be 
mailed to the above address.”’ 

An Army general depot wrote: “These leaflets were circulated among key 
supervisors of our several maintenance activities and were very favorably re- 
ceived. All supervisors contacted wanted additiong] copies for their own use 
and reference, and for use of their foremen directly in charge of the maintenance 
work.”’ 

The Department of the Navy said: ‘We received a copy of Technical Aids 
for Small Business, and it appears that it could contribute much to the develop- 
ment of the employees of this sbipyard.”’ 

A New York trade association executive writes: “I think the aids are generaily 


excellent. I have reprinted several of them in our own publication * * *.’’ 

A chamber of commerce: ‘‘The material is useful to us—gets into perhaps 12 
different hands, in various committees. Wish to continue them.” 

3. Production notes.—These are brief summaries of the newest technical progress 
in shop operation. The information is gathered from the technical files of Gov- 
ernment and private research organizations, engineering and scientific schools, 
and similar sources. They are available at all SDPA and Department of Com- 
merce field offices \ few of the 160 production notes issued to date are: Sub- 
stitutes for Brass Trim, Molybdenum-Disulfide as a Lubricant, Protective 


Coatings for Paperboard Containers and Tubes, Bend Allowance Calculations, 
and Correct Speeds for Operatir g Small Drills—¥%-inch Diameter. 

4. Small business management series.—These booklets supply practical informa- 
tion on Which owners or intended owners of smal) plants can make wise decisions on 
operating and policy problems. Many who start new independent businesses have 
initiative and resourcefulness, but lack background information on basic operating 
problems such as cost accounting, financing, etc. 

A booklet entitled 150 Questions for a Prospective Manufacturer is now being 

printed as an aid to the person who is thinking of going into the manufacturing 
business. Two additional manuscripts nearing completion are Cost Accounting 
for Small Manufacturers and Service Which Public Accounting Firms Can Provide 
Small Manufacturers. Human Relations in Small Industry is now or the press. 
First in this series was, An Employee Suggestion System for Small Plants. Other 
subjects on which booklets are being prepared include establishment of a personnel 
department, sales training, supervision, executive development, reducing office 
costs, quality control, materials handling, and distribution analysis. 
5. Production advisory service.—Since it is impossible to anticipate all of the 
technical problems brought to SDPA, this service has been established and made 
available to small manufacturers through each of the SDPA field offices. When 
a small manufacturer comes in with a technical problem he is often supplied a 
practical answer by the professional SDPA man stationed there, from the files 
of production notes, or from other source material. If these resources are inade- 
quate, the field office submits the problem to the Management Service Division, 
where it is reviewed and passed on to the Engineering Service Division or the 
Office of Technical Services, Department of Commerce. Each inquiry receives 
individual attention; the detailed reply is mailed back to the inquiring business- 
man. Ifthe reply is considered of interest to others, the information is usually re- 
produced as a new production note. 

A few of the questions brought up by small-business men are: ‘‘What causes 
steel springs to become brittle when electroplated?” ‘Information is requested 
on nail-making equipment.” ‘‘Can you advise us of a method of impregnating 
car and aluminum treads with an abrasive grit?” ‘Please furnish me with in- 
formation relative to forming steel springs.”’ 


Engineering services 


SDPA’s Engineering Service Division performs a number of functions that 
contribute to the operation of other agency programs, including certificates of 
competency, loans, procurement, materials, and equipment. In addition, it 
renders direct engineering assistance to individual small plants and pools and acts 
as engineering consultant to the Washington and field offices of the agency. The 
Division is staffed by industrial engineers experienced in electrical, mechanical, 
aeronautical, and chemical production. 

kxamples of engineering services include: 

1. Reviewing and passing upon the capacity of small plants applying for 
certificates of competency to perform specific Government contracts. 

2. Determining the competency of small firms seeking loans. 

3. Lending technical assistance to small concerns in problems of engineer- 
ing, marketing, production, and management. 
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4. Serving as technical representatives to small business in conferences 

ith the military departments. 

5. Cheeking the performance of small plants on defense contracts obtained 
through certificates of competency issued by the Administrator. 

6. Making engineering surveys of defense production pools, which require 
inspection of hundreds of member plants. 

7. Providing engineering assistance to help production pools arrive at 
close competitive bids for contracts. 

8. Helping to improve engineering techniques in small plants which have 
received loans under SDPA’s financial assistance programs. 


The Engineering Service Division also has charge of preparing and maintaining 
the facilities inventory discussed earlier — ‘r the section headed ‘‘Procurement.” 

At various times throughout the year the SDPA engineers made plant surveys 

surplus labor areas with the view toward stimulating industrial production. 
\ typical survey was one made in a Massachusetts textile area, as a result of which 
the Army Quartermaster General was supplied with lists of textile firms capable 
of producing military items. In addition, the engineers collaborated with field 
offices in surveying small-business firms for possible use in the ammunition- 
production program. More recently, an SDPA engineer served as a member of 
the task force assigned to investigate and report on a company being considered 
for subcontract work under SDPA as a prime contractor. 

The Engineering Service Division frequently investigates and takes up with 
the military complaints from small firms against what is considered to be re- 
strictive procurement practices, including “unrealistic’’ specifications, discrim- 
ination, and undue concentration on standardized products of one or a few leading 
manufacturers. 

VIII. Fiery Operations 


The main operating arm of the Small Defense Plants Administration is its 
field organization. As a result of SDPA’s decentralization policy, the field staff 
now accounts for nearly 55 percent of the ageney’s total personnel. These em- 
ployees are specialists in management, production, finance, Government pro- 
curement, materials, and equipment, and related activities. They do the shirt- 
sleeves work of channeling prime and subcontracts to small plants, arranging 
financing, and counseling small-business men on a host of individual problems. 
They render spot assistance where it is needed most—on the spot 

SDPA’s field organization is not elaborate: It has 13 regional and 10 branch 
offices (see list, appendix J). Six additional branch offices have been authorized, 
and will be opened soon. The agency also has representatives in 37 Government 
procurement offices. SDPA is a small agency, and its field force is compact, not 
loose; concentrated in key spots, not sprawling. 

Due to working relationships with chambers of commerce, industry associations, 
State industrial commissions, and its own State, regional, and national advisory 
boards of small-business men serving voluntarily, SDPA has been able to accom- 
plish a substantial part of its job in the field with other than Federal employees 
and at no cost to the Government. For example, in SDPA’s “‘cireuit rider” 
program—through which small-business men in outlying cities and towns of the 
13 regions are served periodically by touring SDPA specialists—local chambers 
and industry associations have provided office space and clerical help. Informa- 
tion of value to small-business men originating with SDPA receives wide dissemi- 
nation through the voluntary cooperation of industry associations. In a few 
instances State advisory boards represent SDPA in areas where the agency has 
no personnel, and carry out susceptible parts of the program under instruction 
from the regional office 

The volume of assistance rendered by SDPA field personnel is indicated by a 
compilation of reports from the regional offices which shows that during 1952 
over 127,750 separate actions were taken, either by personal contact, telephone, 
or letter. 

The quality of assistance is attested by many expressions of appreciation and 
commendation sent to regional and branch-office directors. A few of these follow: 

An electronics firm wrote the Los Angeles office: ‘‘We are especially grateful for 
vour cooperation, as we have received recently three very nice contracts from the 
Bureau of Aeronautics and Bureau of Ships in which we are quite sure you played 
an important part in securing for us * * *.” 

A Cincinnati concern wrote the Cleveland office: ‘‘Very fortunately for us we 
contacted the one agency that promptly and effectively came to our assistance, 
which was the Small Defense Plants Administration. If our experience is typical, 
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we feel that the Small Defense Plants Administration is doing a good job for small 
business * * *,” 

The Boston office received « letter from a Massachusetts firm saying: ‘Smaller 
business concerns, such as ourselves, find it most heartening indeed to know that 
we can turn to SDPA, when the need exists, and do so with the utmost in confi- 
dence that a highly conscientious service will be rendered.” 

A Baltimore firm wrote the Richmond regional director: ‘After the first few 
minutes in the office with you and your men we felt very much at home, and per- 
fectly free to discuss our thoughts and problems with all of you who so graciously 
advised us in the procedure in which we were interested.” 

From a Tennessee firm to the Atlanta regional office: ‘‘My only regret, we have 
waited all these months in contacting you and knowing of the valuable help 
you * * * are extending to small defense plants.” 

A Chicago concern wrote: ‘‘We are certain that it will be of interest to you that 
it was strictly through your efforts that we, a very small organization completely 
unversed in the ways of the very complex military procurement situation, have 
been awarded our first prime contract.” 

It was not until February 1952 that SDPA’s first regional offices were opened. 
The agency’s very limited budget. prohibited immediate establishment of a field 
organization. The first 6 offices were opened during the first 2 weeks in February. 
Four more were opened in March, | each in April and May, and 2 in June. This 
completed the regional office pattern in the 13 defense regions prescribed by the 
Bureau of the Budget. With the exception of Detroit (established in March), all 
the smaller (branch) offices were opened between June and December 1952. 
Including the six projected branch offices, SDPA’s field organization from January 
1 through June 30, 1953, will be at the top staffing level permitted by its budget. 

Thus the various authorities given to SDPA by Congress have been placed 
progressively closer to the needs of small concerns everywhere—closer to the 
pattern of their own regional economy. More and more of the agency’s work has 
been shifted away from Washington and into the offices which have daily contact 
with the Administration’s clients. 

Specific case examples of assistance to small firms in the fields of procurement, 
financing, materials and equipment, and the like have been given earlier in this 
report. . While some of this assistance was rendered by the Washington office, 
particularly in the earlier days of the agency, most of it was given by SDPA staff 
people in the field. 

As one indication of the vast amount of work which must be devoted to just 
one program—in this case, subcontrecting—the following figures are significant. 
In the first 5 months of the SDPA subcontracting program, which is almost wholly 
@ field operation, SDPA field personnel visited an impressive number of prime 
and subeontractors’ plants in their efforts to stimulate subcontracting. They 
made 1,404 vi-its to prime contractors and 2,156 visits to subcontractors. As a 
result, prime contractors made 953 requests on SDPA for names of subcontractors; 
SDPA referred 3,330; and over 500 subcontracts resulted. As pointed out in the 
earlier section on subcontracting, this is 2, minimum figure, since not all plants 
receiving subcontracts through SDPA’s efforts report that fact to the agency. 

In one region with active Atomie Energy Commission operetions, SDPA has 
been calied upon by AEC to furnish small-business facilities for several projects. 
Over a quarter-million dollars worth of work went to small plants in the first 
month of this arrangement. 

Within the last month SDPA has reached agreement with the Navy on assign- 
ment of Navy “industry corperation officers” to each regional office. The Navy 
personnel work with the SPA staff in assisting small-business men who are 
interested in getting a share of pending Navy procurement. 

“One stop” service for sma!!-business men is the motto of the SDPA field 
service. Heretofore a small-business man had to go from one agency to another 
in purst it of the answer to his particular problem or inquiry. Today he can drop 
it in the lap of one agency—which has no other job than to serve as his counselor 
and representative—and get the kind of rapid, efficient service Congress intended 
him to get when it created the Smell Defense Plants Administration. 

Throughout most of its existence SDPA has been ably assisted by advisory 
boards, composed mostly of small-business men familiar with local economic 
patterns and experienced in business operation. These men have given much of 
their time to edvising the revional directors and the Administrator, and the 
small-business community owes them a debt of gratitude. Their assistance 
benefits not only small business; the general public interest also is well served as 
a result of the valuable and practica! guidance the advisory boards give to SDPA 
in carrying out the various programs Congress has entrusted to the agency. 
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IX. Tue Rowe or an INDEPENDENT AGENCY 


Previous sections of this report refer to numerous times in which effective 
assistance to small business could be, and was, rendered only by use of the unique 
and essential authorities possessed by the Small Defense Plants Administration. 

There are a number of functions carried out by SDPA that no other agency has 
authority to perform. Among these are its power to issue a conclusive certificate 
attesting to a small plant’s ability to perform a specific contract; to screen pro- 
posed procurements and jointly earmark them for small business; to reeommend 
small firms for RFC loans to be made out of a special fund established for that 
purpose; to make an inventory of productive facilities for defense and essential 
civilian purposes; to represent small business in the formulation of policy on pri- 
orities and allocation of materials; to take prime contracts and subcontract them 
to small firms. . 

It is significant that Congress, on a completely nonpartisan basis, gave these 
powers to an agency whose independence it went to this length to establish: 
‘* * * there is hereby created an agency under the name of Small Defense Plants 
Administration, which administration shall be under the general direction and 
supervision of the President and shall not be affiliated with or be within any other 
agency or department of the Federal Government.” 

Congress undoubtedly was aware of the potential effectiveness of an independ- 
ent agency unfettered by ties to a larger agency w:th numerous and sometimes 
conflicting responsibilities. Congress presumably considered the small business 
assistance program of such importance that it wanted to make sure it would not 
be neglected or lost sight of in the vastness of an established, old-line ayvency to 
which the problems of a small-business man, large in his eyes, might seem unim- 
portant in the total agency view. 

Furthermore, there was an outstanding precedent for making SDPA an inde- 
pendent agency. The notable record of the Smaller War Plants Corporation 
during World War II is a record made only after SWPC was taken out of the War 
Production Board and given independent status. 

In a cooperative program with the military services much like today’s joint 
determination program, SWPC screened nearly 205,000 proposed procurements 
and got 60,000 of them awarded to small plants. These contracts had a total 
value of $6 billion. SWPC helped in the awarding of more than 52,000 subcon- 
tracts valued at $306 billion. It authorized nearly 6,000 loans and leases with a 
value of over $500 million; assisted in the formation of some 250 small-business 
production pools and got them over $600 million in war contracts; itself took 12 
prime contracts and subcontracted them to small firms. 

The official history of the Purchasing Division, Headquarters Army Service 
Forces, credits the joint screening of procurement by SWPC and military repre- 
sentatives with playing a significant part in boosting the World War II percentage 
of military contracts which went to small business. 

The wisdom of the congressional decision to make SDPA independent is perhaps 
most sharply illustrated in the field of contract procurement. Aware of the 
defense program’s impact on the Nation’s industrial fabric, Congress recognized 
in enacting section 714 that compensating action had to be taken to insure that 
the program would not adversely affect that segment of the economy on which 
the impact fell the hardest. Congress wisely decided not to place this program 
under the control of military procurement authorities. To follow habitual prac- 
tice—to continue to deal with the same few producers in spending the $130 billion 
appropriated for military construction and procurement since Korea—would be 
to deny participation opportunity in the defense buildup to many new and small 
businesses. It might even amount to destruction of the seed bed of American 
free enterprise. 

Had the small-business program been entrusted to a department established to 
represent business generally, a sharp conflict of interests would immediately have 
presented itself. 

The role of the Small Defense Plants Administration as an independent agency 
carrying out a congressional policy is one of many facets. It is sometimes the 
role of a counselor, sometimes an agent, sometimes a pleader. It is sometimes the 
role of a full partner in administering mobilization programs; sometimes the role of 
a top executive telling others what to do. It is sometimes—many times, in fact 
that of a gadfly, piercing the skins of other Federal agencies to call attention to the 
legitimate claims of the small-business man. In each of its facets, the role is 
important and indispensable. 

In the light of its year’s experience, SDPA believes it is able to confirm the 
opinion expressed in the recent final report of the House Small Business Com- 
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mittee: “‘Without the essential independence of an agency such as SDPA, the 
stated congressional policy of assistance and fair treatment for small business 
will be assuredly lost in the organizational complexity of the large departments 
and agencies of Government. The committee believes * * * that the mainte- 
narce of an independent SDPA is imperative to our national welfare as a dual 
economy of mobilization and civilian production is evolving against a background 
of tenuous peace and threatened world conflict.” 


APPENDIX A 


SMALL DEFENSE PLANTS ADMINISTRATION, 
Washington 25, D. C., December 30, 1952. 
SDPA Bulletin No. 4, Supplement No. 1 
Subject: Revision in policy governing relations between the Department of 
Defense and SDPA. 
Prepared by: Charles H. Swisher, Office of Contract Procurement. 
Approved by: John E. Horne, Administrator. 


I, PURPOSE 


SDPA Bulletin No. 4, dated March 28, 1952, entitled ‘“‘ Policy Governing Rela- 
tions Between the Department of Defense and SDP A” is being revised to announce 
the recent changes in joint determination procedures made by the Department 
of Defense upon the recommendations of SDPA. These changes were approved 
and authorized at a meeting of the Munitions Board on December 18, 1952. 


II. CHANGES 


Paragraphs 7 and 9 on pages 3 and 4 under “ Basie program” of SDPA Bulletin 
No. 4 are hereby suwverseded, There are substituted in lieu of these paragraphs 
the following paragrayhs: 

(7) ‘‘ Procurements under a 100% joint determination as described in paragraphs 
4, 5, and 6 above may be entered into by means of negotiation or by a method to be 
known as ‘small business restricted advertising.’ Small business restricted advertising 
including awards thereunder, will be conducted in the same way as prescribed for 
formal advertising under Section II, Armed Services Procurement Regulation, except 
that bids and awards will be restricted to small business concerns and the contract will 
be awarded pursuant to the authority of Section 714 (f) (2) of the Defense Production 
Act, as amended. Where negotiation under Section 2 (c) of the Armed Services Pro- 
curement Act is the method of procurement, competition and widespread publicity 
will be used to the fullest extent practicable and due consideration shall be given 
to placing procurements, without detriment to the Government, with qualified 
small concerns in need of business as against small concerns having ample workload. 

(a) ‘‘Each invitation for bids issued in connection with a sreneoel procurement 
which has been earmarked for small business concerns will contain substantially 
the following clause: 

‘Notice to Prospective Bidders 


“The Small Defense Plants Administration and the contracting officer have jointly 
determined, in accordance with the criteria set forth in section 714 (f) (2) of the 
Defense Production Act as amended, to award this procurement to a small business 
concern. Therefore, bids under this procurement are restricted to small business 
concerns, and awards will be made to the small business concern submitting the 
lowest responsible bid conforming to the invitation, price, and other factors consid- 
ered; (the Department of Defense defines small business as any concern which, 
including its affiliates, employs in the aggregate, fewer than 500 employees). The 
right is reserved to reject any bid when it is in the interest of the Government to do so.” 

(b) “In order to assure that proposed procurements under joint determination 
receive widespread publicity, such procurements consistent with the provisions of 
Department of Defense Directive 4105.5, dated September 15, 1951, subject: Dis- 
semination of Procurement Information, will be synopsized in the Department of 
Commerce Consolidatea Synopsis of Proposed Procurements and Contract Awards 
Information.” 

(i) “In transmitting procurement information to the Department of Commerce for 
inclusion in the daily synopsis, a separate transmittal will be made on these procure- 
ments which are under joint determination and the transmittal will clearly state that 
‘the proposed procurement(s) listed herein is (are) under joint determination.’ ” 

(ii) “The Department of Commerce will publish information with respect to 
procurements under joint determination under a separate heading in the caitly 
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synopsis; therefore, instructions to the contracting offices for transmitting information 
on proposed procurements under joint determination should stress the importance of 
clearly identifying such procurements.” 

(9) ‘‘When a joint determination for a stated percentage of less than 100 percent is 
entered into in conjunction with formal advertising conducted pursuant to section 
3 of the Armed Services Procurement Act, the percentage under joint determination 
will be negotiated. In situations in which such a stated percentage is so used, the 
following procedure will be utilized: 

(a) “Determine the optimum quantity which, because of manufacturing 
processes, would probably vield the most favorable price and issue invitations 
for bid under the advertised portion for that quantity only, holding back the 
remainder percentage under joint determination for future placement by negotiation 
with small business concerns. 

(b) ‘‘Upon receipt of formal bids, undertake to negotiate with small-business 
firms the percentage held back at prices equivalent to the lowest qualified bid 
received under the invitation for bids.” 

The italicized portions represent the changes made in the directive. While 
these changes do not affect the authority to negotiate, they enable contracting 
officers to utilize the techniques of formal advertising which heretofore have not 
been available to contracting officers under the joint-determination procedures, 
the absence of which have frequently constituted the basis for rejections of joint 
determinations initiated by SDPA representatives. 

Small-business restricted advertising is permissible under section 2 (c) of the 
Armed Services Procurement Act. 





APPENDIX B 
LIST OF PROCUREMENT OFFICES WHERE SDPA REPRESENTATIVES ARE STATIONED 


Army: 
Chemical Procurement District Offices, Boston, Mass. 
Chemical Procurement District Office, Chicago, Ill. 
Chemical Procurement District Office, Dallas, Tex. 
District Engineers Office, Chicago, III. 
Chicago Procurement Office (Engineers), Chicago, III. 
New England District Engineers’ Office, Boston, Mass. 
District Engineers’ Office, New York, N. Y. 
District Engineers’ Office, Philadelphia, Pa. 
Ordnance District Office, Boston, Mass. 
Ordnance Ammunition Center, Joliet, Ill. 
Ordnance Tank-Automotive Center, Detroit, Mich. 
Springfield Armory, Springfield, Mass. 
Watertown Arsenal, Watertown, Mass 
Quartermaster Purchasing Headquarters, Chicago, II. 
Quartermaster Procurement Agency, New York, N. Y. 
Signal Corps Procurement Agency, Philadelphia, Pa. 
Office of the Quartermaster General, Washington, D. C. 
New York Chemical Procurement District, New York, N. Y. 
Navy: 2 
Aviation Supply Office, Philadelphia, Pa. 
Bureau of Ordnance, Washington, D. C. 
Bureau of Aeronautics, Washington, D. 
Bureau of Ships, Washington, D. C. 
EKlectronie Supply Center, Great Lakes, II. 
Naval Supply Depot, Great Lakes, Ill. 
Navy General Stores Supply Office, Philadelphia, Pa. 
Navy Purchasing Office, New York, N. Y. 
Navy Purchasing Office, Washington, D. C. 
Yards and Docks Supply Office, Port Hueneme, Calif. 
United States Marine Corps, Arlington, Va. 
Naval Gun Factory, Washington, D. C. 
Air Force: 
Gentile Air Force Depot, Dayton, Ohio 
Rome Air Force Depot, Rome, N. Y. 
Warner-Robins Air Force Depot, Macon, Ga. 
Air Materiel Command (Wright-Patterson Air Force Base) Dayton, Ohio 
Wilkins Air Force Depot, Shelby, Ohio 


C, 


‘ 





1424 STANDBY ECONOMIC CONTROLS 


LIST OF PROCUREMENT OFFICES WHERE SDPA REPRESENTATIVES ARE 
STATIONED—continued 
Joint: 
Armed Services Medical Procurement Center Brooklyn, N. Y. 


Armed Services Textile and Apparel Procurement Center, New York, N. Y. 


Civilian: 
Veterans’ Administration, Washington, D. C. 


OFFICES IN WHICH SDPA REPRESENTATIVES ARE TO BE STATIONED 
Army: 
Ordnance District Office, Philadelphia, Pa. 
Ordnance District Office, Chicago, Il. 
Ordnance District Office, Los Angeles, Calif. 
Ordnance District Office, San Francisco, Calif. 
Ordnance District Office, Birmingham, Ala. 
Ordnance District Office, St. Louis, Mo. 
Ordnance District Office, Cincinnati, Ohio 
Ordnance District Office, Cleveland, Ohio 
Ordnance District Office, Pittsburgh, Pa. 
Ordnance District Office, Detroit, Mich. 
Ordnance District Office, Rochester, N. Y. 
Ordnance District Office, New York, N. Y. 
Quartermaster Procurement Agency, Oakland, Calif. 
Redstone Arsenal, Huntsville, Ala. 
Rock Island Arsenal, Rock Island, Il. 
District Engineers Office, Pittsburgh, Pa. 
Transportation Corps Depot, Marietta, Pa. 
Small Arms Ammunition Center, St. Louis, Mo. 
Navy: 
Navy Purchasing Office, Los Angeles, Calif. 
Navy Purchasing Office, San Francisco, Calif. 
Naval Supply Depot, Mechanicsburg, Pa. 
Air Foree: 
Olmsted Air Force Base, Middletown, Pa. 





APPENDIX C 


Certiricates or Competency Issvep From Octoser 1, 1952 TurovcH 
DeceMBeR 31, 1952 


1. Associated Manufacturers, Inc., Waterloo, Iowa: Certificate issued October 
24, 1952, for the manufacture of 404,500 shells plus facilities contract in total 
amount of $2,488,932.55. Contract not awarded as of December 2, 1952. 

2. Productions Inc., Lowell, Mass.: Certificate issued November 10, 1952, for 
the production of 32,000 duffel bags in the amount of $21,760. Contract awarded. 

3. Gillsam Manufacturing Co., Dublin, Tex.: Certificate issued November 12, 
1952, for the manufacture of 200,000 pairs of cotton trousers in amount of $134,000. 
Contract awarded 

$. Standard Burner Co., Clinton, Mass.: Certificate issued November 24, 1952, 
for the production of fragmentation bombs plus facilities contract in total amount 
of $4,219,972.25. Contract not vet awarded. 

5. Electric Motor Sales & Service, Huntsville, Ala.: Certificate issued November 
28, 1952, for the production of 100 winding velocity colls in the amount of $2,500. 
Contract awarded 

6. Brussell Machinery Corp., Newburgh, N. Y.: Certificate issued December 23, 
1952, for the production of M—4 mortar sights in amount of $507,920. Contract 
awarded. 

7. Koolaire, Inc., St. Paul, Minn.: Certificate issued December 24, 1952, for the 
production of 130,000 sectional cleaning rods in the amount of $105,820. Notice 
of awarding of contract not vet received. 

8. Southern Railway Signal Corp., Orlando, Fla.: Certificate issued December 
31, 1952, for the production of firecrackers (12,192,886 units) in the amount of 
$198,744. Notice of awarding of contract not yet received. 
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Cumulative record of actions through Dec. 31, 1952 





Value 
68 applications received _________- ai tee Jk : $67, 103, 268. 98 
17 certificates of competency issued L ou 44, 714, 603. 33 
3 certificates rescinded _ i 1, 127, 360. 35 
15 applications declined and ineligible : 19, 011, 305. 30 
3 applications withdrawn ___-- , Ltt 2, 250, 000. 00 
38 certified firms received contracts______- ; ae 34, 923, 975. 15 
AoPENDIx D 
Approved production pools 
| 
Name and address Date | Number of | Number of 
| ‘approved | companies | employees 
1. Omaha Industries, Inc., 1302 Farnam St., Omaha 2, Nebr....| Apr. 26, 1951 | 102 5, 339 
2. Coordinated Manufacturers of Santa Clara County, Inc., 62 | 
Scharff Ave., San Jose, Calif. _- _..| June 11, 1951 45 | 478 
3. Greater New York Manufacturing Pool, 1 West 37th St., New | 
A es pied las ety es teh co enw tech tieeteiads eae’ July 10,1951 | 86 | 2, 194 
4. Peoria Consolidated Manufacturers, {nc., 1700 First National | | 
Bank Bldg., Peoria, Il ns July 13,1951 26 1, 066 
5. Central California War Industries, Inc., 106 North Ist St., | | | 
Fresno, Calif .| Aug. 6, 1951 | 22 815 
6. — Manufacturers Defense Pool, Inc., 209 South La 8: alle | 
Chicago 4, Il a Nov. 27, 1951 41 1, 869 
7. Dads County Industries, Inc., Chamber of Commerce Bldg., | | 
iii che ints « mttinnltel dil mia oh bei andié yin tahats Jan. 17,1952 | 12 622 
8. Small Manufacturers Cooperative, 749 Myrtle Ave., Bridge- | 
port, Conn v Jan. 31, 1952 9 | 660 
9%. Specified Finishes, Inc., 345 North Western Ave., Chicago, | 
aan hina dit cw nich lh oh tie ete dad alka La .| Feb. 18, 1952 7 | 446 
10. Florida Wood C ooper rative, 139 Northeast ist Ave., Miami 34, 
Fla bia Feb. 20, 1952 14 690 
ll. MIL-FIN, Inc., East Water St., Waukegan, Ill Mar. 5, 1952 5 | 600 
12. Consolidated Industries Defense Production Pool, Inc., 745 
5th Ave., New York 22, N. Y _.| Apr. 10,1952 16 2, 064 
13. E ng Pee Production Group of New York, 250 West “7th | Apr 14, 1952 7 207 
, New York 19, N. Y 
14, wlonhasminn Defense Production Pool of New York Area, Apr 21,1952 17 1, 033 
250 West 57th &t., New York 19, N. Y. 
15. Metal Products Co., Production Pool, Craighead St., Nash- | June 12, 1952 114 1, 692 
ville, Tenn. 
16. General Tire Production Pool, Inc., 1708 Englewood Ave., | Aug. 19, 1952 5 2 352 
Akron, Ohio 
17. National Production Pool, 161 Grand St., New York, N. Y Sept. 23, 1952 8 179 
18. Tri-State Defense Industries, Inc., 171 Madison Ave., New | Oct. 17, 1952 8 546 
York, N. Y. 
19. Wisconsin Manufacturers’ Defense Pool, Inc., 1302 North 4th | Nov. 19, 1952 - 386 
St., Milwaukee, Wis 
20. Antico Pool, 212 Concord St., Brooklyn, N. Y do 29 1, 566 
21. Burlington Industries Pool, 109 Lafavette St., Riverside, N.J_| Nov. 26, 1952 5 52 
22. Small Plants Associates of Philadelphia, 40 North 6th 8t., | Dee. 31, 1952 13 475 


Philadelphia, Pa. 


Plus Vanderbilt University 
? Excluding employees of General Tire & Rubber Co 


AprENDIx E 


ApDITIONAL Cross-SecTION EXAMPLES OF THE PROGRAM OF FINANCIAL 
COUNSELING 


The Richmond office reports the case of a well-equipped maintenance and 
repair shop for airplane servicing which was threatened with extinction because 
of its inability to procure the modest amount of working capital necessary for its 
operation. The shop provided the only such facilities at a municipal airport and 
performed important services not only for commercial airlines but also for the 
Corps of Engineers. A plan of financing was developed by the SDPA financial 
specialists, which was based upon the negotiation of firm contracts with the 
company’s customers and a term lease with the airport authority. The plan was 
then successfully presented to the customer’s bank, and the shop is in full 
operation. 

The Denver regional office reports the case of a plastics manufacturer who was 
unable to finance the construction of a needed plant addition and an expensive 
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extruder. The SDPA financial specialist found that since the company had a 
brief operating experience and since the additional plant costs apparently had 
been underestimated, that private or public financing probably was not available. 
Accordingly, the specialist developed a plan for the leasing of additional plant 
space and for the leasing of the extruder, and is assisting in its development. The 
plan is nearing completion. 

The Philadelphia regional office reports the case of a foundry whose $75,000 
loan application for the purpose of financing the acquisition of equipment and for 
working capital had been declined by RFC by reason of an unsatisfactory operating 
record and other adverse factors. The SDPA financial specialist developed a 
plan involving a reduction of monthly payments on an outstanding $25,000 first 
mortgage loan, reducing the excessive salaries of officers, and obtaining working 
capital against the hypothecation of accounts receivable, and assisted in nego- 
tiations to place the plan in effect. A recent inspection indicates improvement 
in the company’s general condition and elimination of the need for additional 
financing. 

The Philadelphia office also reports the case of a small concern which had been 
tendered a defense contract for the production of mess tables and mess beiches 
for shipboard use, subject to the posting of a performance bond, which was 
required by the procurement agency because of doubt as to the company’s ability 
to procure necessary working capital financing. The financial specialist obtained 
a brief extension of the period for award of the contract, and successfully assisted 
the company in negotiations with its bank for a working capital loan: The 
procurement agency then withdrew its requirement for a performance bond and 
awarded the contract 

The Los Angeles branch of the San Francisco regional office reports the case of a 
concern which is specially equipped to produce secret electronic gear for one of 
the procurement agencies, but was unable to secure the award of contracts 
because of doubt by the procurement agency of its ability to secure the necessary 
financing. Upon analysis by the SDPA financial specialists, the company was 
found to be financially sound, and upon their recommendation, SDPA issued 
certificates of competency which enabled the company to secure two contracts. 
Therefore, the financial specialists assisted in successful negotiations with the 
company’s bank to secure the necessary working capital, and the contracts are 
now being performed 


The Kansas City regional office reports the case of a small automobile engine 
reconditioning company which placed a bid for the reconditioning of 1,000 jeep 
trailers under a contract for approximately $750,000. The financial resources of 


the company were found by the procurement agency to be insufficient to justify 
consideration of its bid, and the SDPA financial specialist agreed. However, the 
specialist developed a plan for the injection of additional capital, which the 
company was able to effect and which qualified the bid for consideration. This 
particular contract was not obtained by the company but it is now in position to 
place bids for future contracts and receive equal consideration with other bidders. 

The Kansas City office also reports the case of a company engaged in the 
manufacture of power-driven machinery which is required to accept delivery of 
motors months in advance of its needs. The company’s heavy working capital 
requirements in the past have been satisfied by its bank, but its increased require- 
ments are beyond the bank’s lending limit. With the consent of the bank, the 
SDPA financial specialist is engaged in assisting the company to procure term 
financing on its fixed assets from an insurance company to satisfy its working 
capital needs which are in excess of those which may be satisfied by the bank. 

The Cleveland office reports the case of a small printing company which was 
low bidder for a printing contract with the Air Force but was found by the con- 
tracting officer, after a preaward survey, to be incapable of financing the contract 
due to a shortage of working capital. SDPA financial specialists developed a plan 
for financing the performance of the contract partly through a bank loan and 
partly through credit arrangements with suppliers of paper, ink, and other supplies 
who previously had required payment in cash on delivery. The objections of the 
contracting officer then were withdrawn, and the contract was awarded. 

The Cleveland office also reports the case of a small producer of structural 
members, tools, dies, fixtures, and precision jigs, which in the past has performed 
many Government contracts, but had procured its financing through RFC loans. 
The coneern had a satisfactory record with respect to such loans, and in the 
expectation of future such loans had placed the low bid for a contract to recondi- 
tion 1-ton, 2-wheel trailers. The SDPA financial specialists developed a plan for 
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private bank financing, which represented the first private bank transaction ever 
negotiated by this concern in its several years of operation, and is expected to 
establish the concern’s credit for future transactions. 

The New York regional! office reports the case of a subsidiary of a small sugar 
refinery which manufacturers a blood plasma extendor, and which could not 
obtain necessary financing for the reason that the parent company, under the 
terms of a loan agreement with an insurance company, was prevented from 
guaranteering debts of the subsidiary. The SDPA financial specialist successfully 
developed and negotiated a plan under which the terms of the loan agreement were 
modified and the subsidiary was enabled to procure its financing through a bank 
loan. 

The New York office also reports many cases in which small concerns have been 
assisted in obtaining private financing or venture capital where no severe problem 
was involved but the concern needed guidance in availing itself of established 
facilities. Typical of these are: A small firm of consulting engineers, employing 
four people, which required a loan of $5,000 to finance payrolls for an aircraft 
design contract; a small machine shop which required a loan of $10,000 for working 
capital; a small manufacturer of air-conditioning equipment which required 
venture capital; and a small machine shop employing 12 people which required 
working capital beyond the limit available from its own bank. 

The San Francisco regional office reports the case of a small manufacturer of 
machine tools which was awarded a contract by the Ordnance Department which 
required working capital financing to the extent of $20,000. Due to the fact that 
the company was unable to present its request effectively, the financing was 
declined by the company’s bank. The SDPA financial specialist assisted the 
company in preparing its presentation, and successfully negotiated the loan with 
abank. A letter from-the company to SDPA concluded, ‘Your help and influence 
will be the means of making it possible for another manufacturer to contribute its 
facilities and know-how to defense production.”’ 

The Chicago regional office reports the case of a small reconditioner and 
renovator of steel shipping drums for chemicals, petroleum products, drugs and 
paints which had been unable to secure a loan in the amount of $185,000 to finance 
plant expansion and acquisition of equipment from private or public sources. 
The SDPA financial specialist developed a plan involving a reduction of the 
proposed financing to $90,000, limitations upon withdrawals by the partners, 
and subordination of indebtedness owing to one of the partners, and a loan was 
successfully negotiated with an insurance company. 

The Atlanta office reports the case of a research electrochemist who is and 
has been engaged in several research and development contracts with Army 
Ordnance, Naval Ordnance, and the Air Corps. In a spirit of discouragement, 
due to his inability to expand his facilities from profits and other disadvantages 
which were attributable to an unfavorable tax base, he was giving consideration 
to closing his business and accepting a salaried position. After analysis, the 
SDPA financial specialist suggested and assisted in the formation of a corporation 
to engage in production of items developed under the research contracts. 

The Minneapolis regional office reports the case of a small harvester manu- 
facturer which had obtained maximum credit from banks and other private 
sources, but required additional working capital to finance its program for 1953. 
The SDPA financial specialist suggested and developed a plan under which the 
principal stockholders sold the shares of preferred stock which he held, and 
reinvested the proceeds in an additional issue of common stock, thus providing 
the needed working capital and improving the company’s capital base. 

The Minneapolis office also reports that much of its activity is concerned with 
counseling small companies which are in unsatisfactory condition due to situa- 
tions of unbalanced inventories which have been caused by carelessness or loose 
controls. In these cases, the financial specialist, in many instances, has been 
able to assist the companies in detecting organizational weaknesses, tightening 
purchase controls, and improving collections of receivables, thus enabling the 
companies to finance their sales by regular bank loans. 

The Seattle office reports the case of a small millwork concern which required 
additional working capital due to expanding volume and narrow profit margin, 
which was advised by a management consultant to apply for an RFC loan. 
The SDPA financial specialist observed that inventory was disproportionate to 
sales, and suggested the liquidation of slow-moving stocks and a drive to reduce 
costs. These suggestions have enabled the company to expand its operations 
without borrowing. 
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APPENDIX F 
SDPA Pouicies as “YarRpsTIcK” FoR SmMauti-Business LoaNs 


Through the formulation of policies governing recommendations on loan appli- 
cations considered under section 714, SDPA provides a guide for the adminis- 
tration by RFC not only of the section 714 authority, but also of its other authori- 
ties with reference to small-business loan applications. This effect is consistent 
with the provisions of section 714 that the lending authority provided thereunder 
shall be exercised ‘‘without regard to any other provision of law.” The resulting 
benefit may be illustrated by the following loan applications in which RFC at 
first disagreed with the favorable recommendations of SDPA under section 714, 
but subsequently, on appeal by SDPA, approved the applications under section 
4 (a) or section 302: 

Application in amount of $6,000 filed by veteran operating general machine 
and welding shop and engaged primarily in producing a multiple spindle drillhead 
which he had developed and patented; purpose of loan, to provide $3,500 for 
purchase of equipment and $2,500 for working capital. RFC rejected SDPA 
recommendation that application be approved under section 714 for the reasons: 
(1) No reasonable assurance of ability to repay from earnings, and; (2) question- 
able accuracy of book of account. 

After review, SDPA requested reconsideration by RFC on the grounds: (1) 
Applicant had developed an acceptable product which was in demand by estab- 
lished companies, indicating that there were reasonable assurances of a continuing 
operation provided adequate financing was made available: (2) that with the 
orders on hand and anticipated increase in volume from the new machinery, it 
appeared that sufficient profits would be realized to repay the loan; and (3) it 
could hardly be expected that a one-man operation would have financial records 
of the character generally required of larger and more well established businesses 
although the statements submitted by applicant indicated adequate records to 
permit a determination of applicant’s financial condition. 

Upon reconsideration, RFC again rejected the SDPA recommendation, and 
SDPA referred the case back to its Boston regional office for negotiations with 
the applicant relative to adjustment and resubmission of the loan request. Upon 
resubmission, the application was reprocessed, and SDPA renewed its favorable 
recommendation. The application then was approved by RFC under section 
4 (a), in the amount and upon the terms originally recommended. 

Application in amount of $50,000 filed by a small company operating two 
mills for the manufacture of wood shingles; purpose of loan, to provide working 
capital for the acquisition of log inventory. RFC rejected SDPA recommenda- 
tion that application be approved under section 714 for the reasons that a satis- 
factory showing had not been made that future earnings would be sufficient to 
meet pressing obligations and repay the loan, this conclusion being based upon 
information to the effect that applicant’s main plant had been closed for several 
months and that the branch mill was operating at limited capacity because of 
lack of demand for its product. 

After review, SDPA requested reconsideration on the basis of advice by its 
Seattle regional office that both of applicant’s plants were in full operation, that 
applicant had a substantial volume of orders on hand, that additional orders 
were being refused due to a lack of adequate working capital to assure a raw 
material supply, and that applicant's financing needs actually were $75,000. 
Upon reconsideration, the application was approved by RFC under section 4 (a), 
in the amount of $75,000. 

Application in amount of $48,000 filed by a small company engaged in the field 
of research in electronics and the manufacture of electronic equipment; purpose 
of loan, to finance performance of a subcontract from a Government prime con- 
tractor to produce certain items of electrical equipment. RFC rejected SDPA’s 
recommendation that application be approved under section 714 in the amount 
of $22,000, on a revolving basis, for the reason that a staisfactory showing had 
not been made of the applicant’s ability to perform the subcontract successfully 
and repay the loan from the proceeds thereof. 

After review, SDPA requested reconsideration on the grounds that its own 
engineering survey disclosed that although certain aspects of applicant’s general 
management were unsatisfactory, nevertheless it appeared competent to perform 
the subcontract successfully. Upon reconsideration, the application was ap- 
proved by RFC under section 302, in the amount of $22,000. 


Applicatior 
oils and fatty 
purpose of los 
tion of addi 
recommendat 
amount of $ 
made of the 
applicant’s r 
that the mar 

After revie 
operating los 
applicant’s f 
1952 the con 
and selling p 
cipally to th 
duction, the 
for applican' 
$80,000 was 
economies, ¢ 
basis even tl 
that with re 
had been fu 
been sold an 
and anticipa 
It was urged 
of the mark 
its new proc 
orderly liqu 

Upon ree 
4 (a) in the 

Applicati« 
operation 0 
constructiol 
other foods. 
under secti 
earnings, 8} 
funds requi 
of confident 

Upon suc 
for negotiat 

the loan r 

SDPA rene 

ally suppor 

that the of 
financial co 

Upon reco! 

in the amo 

Applicat 
rubber pro 
$60,000 for 
for dcbt re 

approved 1 

retirement 

manageme 
The SD 
its policies 

thereof, 8] 

RFC unde 

To date 

tions in t 

appeal by 

aggregate 
amount of 

or have b 

applicant. 


STANDBY ECONOMIC CONTROLS 1429 


Application in amount of $500,000 filed by a small manufacturer of vegetabel 
oils and fatty acids used in paper, rubber, textile, soap, and paint industries; 
purpose of loan, to refund $200,000 owing to RFC and provide funds for acquisi- 
tion of additional «quipment and working capital. RFC rejected SDPA’s 
recommendation tha* application be approved under section 714 in reduced 
amount of $175,000 for the reason that a satisfactory showing had not been 
made of the applicant’s ability to repay, this conclusion being based upon the 
applicant’s record of operating losses over tlie previous 24% years and the fact 
that the marketability of a. new product had not been demonstrated. 

After review, SDPA requested reconsideration on the ground that the recent 
operating losses were due primarily to the unstabilized market applicable to 
applicant’s fatty acid products; that at the beginning of the second quarter of 
1952 the condition cleared as to the spread between the price of raw materials 
and selling price, although poundage sales did not increase as expected due prin- 
cipally to the adverse effect of the steel strike upon rubber and automobile pro- 
duction, the rubber and protective coating industries being the principal outlets 
for applicant’s fatty acid products; and that whereas a loss of approximately 
$80,000 was sustained during the first quarter of 1952, after effecting certain 
economies, operations for the second quarter were on practically a break-even 
basis even though sales were lower than contemplated. RFC was also informed 
that with reference to the marketability of applicant’s new product, information 
had been furnished to the effect that up to that time a substantial volume had 
been sold and that this, together with information furnished as to orders on hand 
and anticipated, was a strong indication of the acceptability of this new product. 
It was urged by SDPA that it was reasonable to assume that with the stabilization 
of the market for applicant’s fatty acid products and the profit potential from 
its new product, future operations would be sufficiently profitable to provide for 
orderly liquidation of applicant’s indebtedness. 

Upon reconsideration, the application was approved by RFC under section 
4 (a) in the amount of $175,000. 

Application in amount of $100,000 filed by a small company engaged in the 
operation of oceangoing refrigerated fishing vessels; purpose of loan, to finance 
construction of a refrigerated warehouse and freezing plant to process fish and 
other foods. RFC rejected SDPA recommendation that application be approved 
under section 714 for the reasons: Lack of assurances of ability to repay from 
earnings, speculative nature of proposal, lack of evidence of ability to furnish 
funds required to complete the plant (after giving effect to loan proceeds), lack 
of confidence in financial data submitted, and insufficient working capital. 

Upon such rejection, SDPA referred the case back to its Atlanta regional office 
for negotiations with the applicant relative to adjustment and reconsideration of 
the loan request. Upon resubmission, the application was reprocessed, and 
SDPA renewed its favorable recommendation, which was by this time addition- 
ally supported by the facts that the new plant was substantially completed, and 
that the operating information offset the previous objections of RFC relative to 
financial condition, earning prospects, and speculative nature of the undertaking. 
Upon reconsideration, the application was approved by RFC under seetion 4 (a) 
in the amount of $100,000. 

Application in amount of $145,000 filed by a small manufacturer of molded 
rubber products, floor tile, and rubber shoe soling; purpose of loan, to provide 
$60,000 for working capital, $9,000 for the purchase of equipment, and $76,000 
for dcbt retirement. RFC rejected SDPA recommendation that application be 
approved under section 714 in the amount of $80,000 (for purposes other than 
retirement of long-term debts) by reason of lack of confidence in the financial 
management of the applicant. 

The SDPA regional office in Dallas assisted the applicant to adjust many of 
its policies and practices, and to present additional information, On the basis 
thereof, SDPA requested reconsideration, and the application was approved by 
RFC under section 4 (a) in the amount of $80,000 

To date, RFC has rejected favorable SDPA recommendations on 56 applica- 
tions in the aggregate amount of $6,270,850, and upon reconsideration, after 
appeal by SDPA, has subsequently approved 19 of such applications in the 
aggregate amount of $2,163,150. The remaining 37 applications in the aggregate 
amount of $4,107,700 either are pending on appeal to RFC for reeonsideration, 
or have been referred to SDPA regional offices for further negotiations with the 
applicant. 
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APPENDIX G 


SDPA and RFC actions on loan applications received (as of Dec. 31, 1952) 


| Number | Amount 


Available applications j 
Applications received } 1,475 | $390, 885, 025. 09 
Applications withdrawn ! 415 | 70,960, 716. 5D 

1,060 | 319, 924, 308. 59 

SDPA actions Pt PRE fee Rie eaeeet 
Applications found ineligible 208 54, 086, 105. 26 
Applications unfavorably recommended 470 199, 987, 580. 05 
Applications favorably recommended 3 


| 
| 
} 


Net applications subject to consideration | 


321 42, 802, 840. 00 

Applications held for further information | 5 1, 860, 000. 00 
Applications in process at end of period 

In regional offices 27 14, 822, 262. 00 

In Washington office ? 29 | 1, 279, 526. 11 

Difference between amount requested and amount recommended | 7, 645, 097. 39 


Total 1,060 | 319, 924, 308. 59 
RFC actions: 
Applications approved under— 


Sec. 7 a | 135 | 12, 695, 535. 00 
Sec. 4 (a).... 115 | 13,381, 423.00 
Sec. 302___- 39 | 10, 969, 119. 00 
Pending at RFC * 32 | 5, 291, 937. 00 
Difference between amounts recommended by SDPA and amounts | 
approved by RFC 464, 826. 00 
Total 321 42, 802, 840. 00 


Loan limitation ; 
Approved under sec. 714 
Canceled _-.- 


100, 000, 000. 00 
$12, 695, 535. 00 
96, 800. 00 


-- . | 12, 598, 785. 00 


Total___- : ai — eminem 


87, 401, 265. 00 


Balance __. 


1 Includes 330 applications aggregating approximately $36,345,447 wherein private financing or RFC 
financing was arranged prior to final determination and formal recommendation of this Administration. 

? Includes 7 applications processed by Office of Loans and pending in other SDP A offices. 

3 Includes those under appeal status. 





ApPENDIx H 


List or Loans Approvep TarovueH DecemsBer 31, 1952, Nor 
PREviousty ListEp 


1. Anchorage Oxygen Corp., Anchorage, Alaska: Amount of loan, $125,000: 
purpose, to finance expansion of faciljties for the manufacture of oxygen and 
acetylene; approved, June 2, 1952, under section 4 (a) of the RFC Act. 

2. Silver City Glass Co., Meriden, Conn.: Amount of loan, $85,000; purpose, 
to provide working capital for the manufacture of gold and silver deposit glassware, 
cutglass, and has prime defense contracts for the manufacture of erystals for the 
Signal Corps and Air Force; approved, August 15, 1952, under section 4 (a) of 
the RFC Act. 


3. Reversaire Corp., McKeesport, Pa.: Amount of loan, $50,000; purpose, to 
provide working capital for the purchase of cooling units to be used in preeooling 
fruits and vegetables; approved, October 2, 1952, under section 4 (a) of the 
RFC Act. 

4. N. L. Gilbert Metal Products, Ine., Brooklyn, N. Y.: Amount of loan, 
$50,000; purpose, to provide working capital to process prime contracts with 
various Government departments, for the production of stainless steel and 
aluminum articles, such as trays, stands, buckets, ete., 100-percent production for 
Army, Navy, and Air Force; approved, October 2, 1952, under section 714 of the 
Defense Production Act. 

5. Boom and Crane Corp., New York, N. Y.: Amount of loan, $50,000; pur- 
pose, to provide working capital for the production of cranes, traveling gantries, 
radar masts, and antenna equipment; approved, October 2, 1952, under section 
714 of the Defense Production Act. 
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6. Webber Appliance Co., Inc., 2740 Madison Avenue, Indianapolis, Ind.: 
Amount of loan, $50,000; purpose, to provide working capital for the manufacture 
of industrial and domestic freezers for specialized purposes under defense contracts; 
approved, October 6, under section 4 (a) of the RFC Act. 

7. Central Aircraft, Inc., Yakima Municipal Airport, Yakima, Wash.: Amount 
f loan, $60,250; purpose, to provide working capital for the operation of a fleet 
if airplanes equipped with tanks to apply either dust or liquids principally to 
apply insecticides, kill weeds, sow grains or grasses, defoliate alfalfa, and apply 
fertilizer; approved, October 6, 1952, under section 4 (a) of the RFC Act. 

8. Industrial Wood Products Co., Newark, N. J.: Amount of loan, $5,000; 
purpose, to provide working capital for the manufacture of ammunition cases, 
tote trays, pallets, dolly trucks, and similar items; approved, October 6, 1952, 
inder section 714 of the Defense Production Act 

9. Production Parts Co., Hollywood, Calif.: Amount of loan, $4,200: purpose, 
to provide working capital for the manufacture of precision machining of small 
parts for various firms that manufacture aircraft components and related equip- 
ment; approved, October 6, 1952, under section 4 (a) of the RFC Act. 

10. Stainless, Inc., Van Nuys, Calif.: Amount of loan, $32,000; purpose, to 
provide working capital for the manufacture of stainless steel tanks for storing, 
transporting, or processing milk; approved, October 6, 1952, under section 4 (a) 
of the RFC Act. 

11. Schoole Chemical Corp., Chicago., Ill.: Amount of loan, $120,000; purpose, 
to finance increased facilities for the manufacture of resin solutions and solvents; 
approved, October 6, 1952, under section 714 of the Defense Production Act. 

12. Mason Manufacturing Co., Marion, 8. C.: Amount of loan, $50,000; purpose, 
to provide working capital for the production of camouflage nets under Govern- 
ment defense contracts; approved, October 6, 1952, under section 4 (a) of the 
RFC Act. 

13. Washington Wood Products, Everett, Wash.: Amount of loan, $190,000; 
purpose, to provide working capital for the production of lumber, including 
sawing, resawing, surfacing, and kiln drying; approved, Octeber 6, 1952, under 
section 4 (a) of the RFC Act 

14. Direct Reproduction Corp., Brooklyn, N. Y.: Amount of loan, $175,000; 
purpose, to provide working capital for the expansion of facilities for the produc- 
tion of vinyl plastic sheeting; approved, October 6, 1952, under section 714 of the 
Defense Production Act. 

15. Thomas W. Black, Athens, Ala.: Amount of loan, $4,500; purpose, to pro- 
vide working capital for farm land improvement work consisting of terracing, 
ditching, drainage, and construction of stock ponds, drainage ditches for munici- 
palities, and highway and street improvement projects; approved, October 9, 
1952, under section 714 of the Defense Production Act. 

16. La-Lite Block Corp., Lake City, Tenn.: Amount of loan, $32,000; purpose, 
to provide working capital for the manufacture of concrete blocks and concrete 
specialty items. The firm is located in the important defense area adjacent to 
Oak Ridge and Clinton, Tenn., where large defense projects are under construc- 
tion and the additional cement block production is needed for schools, housing 
projects, and commercial buildings; approved, October 9, 1952, under section 
714 of the Defense Production Act. 

17. France Packing Co., Philadelphia, Pa.: Amount of loan, $425,000; purpose, 
to finance expansion of facilities for the production of metallic packings, packing 
rings, piston rings, and valve disks; approved, October 9, 1952, under section 
4 (a) of the RFC Act. 

18. Polymer Industries, Inc., Astoria, N. Y.: Amount of loan, $55,000; purpose, 
to provide working capital and finance the acquisition of facilities for the manu- 
facture of adhesives, textile chemicals, and glues produced for the paper con- 
verting industries, also for the textile industry for sizing, finishing, printing, and 
coating use. The adhesives are used for labeling antibiotic ampules and vials 
which are silicon treated and widely used in the medical service, and also in 
connection with treatment and sealing of packages and containers for military 
equipment; approved, October 9, 1952, under section 4 (a) of the RFC Act. 

19. Arthur Joseph Roy, d. b. a. Noble Machine Tool Co., Pawtucket, : 2: 
Amount of loan, $6,000; purpose, to provide working capital and finance the 
expansion of facilities for general machine and welding shop and manufacture of 
spindle drill head on which patent has been applied for; approved, October 13, 
1952, under section 4 (a) of the RFC Act. 

20. Hyde Corp., Fort Worth, Tex.: Amount of Joan, $1,000,000; purpose, to 
provide working capital to process prime contracts for the Army for the manu- 
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facture of truck trailers; approved, October 16, 1952, under section 4 (a) of the 
RFC Act. 

21. Monarch Shingle Co., North Portland, Oreg.: Amount of loan, $75,000 
purpose, to provide working capital for the manufacture of cedar shingles essential] 
to civilian commodity, particularly for housing projects; approved, October 16 
1952, under section 4 (a) of the RFC Act. 

22. Marine Transport Co., Los Angeles, Calif.: Amount of loan, $60,000 
purpose, to finance acquisition of new facilities for general truck hauling ; approved 
October 16, 1952, under section 4 (a) of the RFC Act. 

23. Garfinkel Auto Wrecking Co., Charleston, 8. C.: Amount of loan, $64,000 
purpose, to provide working capital and finance expansion of facilities for the 
purchase and sale of scrap metals needed in the mobilization program; approved, 
October 20, 1952, under section 4 (a) of the RFC Act. 

24. W. H. Compton Shear Co., Newark, N. J.: Amount of loan, $175,000: 
purpose, to provide working capital for the manufacture of bandage shears under 
contract with the Armed Services Medical Procurement Agency: approved, 
October 20, 1952, under section 4 (a) of the RFC Act. ; 

25. Michael-Leonard Co., Sioux City, Iowa: Amount of loan, $100,000 ;pur- 
pose, to provide working capital for growing, processing, and distribution through 
wholesale vegetable, grass, farm, and flower seeds; approved, October 23, 1952, 
under section 4 (a) of the RFC Act 

26. N.S. T. Corporation, Philadelphia, Pa.: Amount of loan, $35,000; purpose, 
to provide working capital for the purchase of machinery and equipment needed 
for the production of four component parts of the M—1 Garand rifle under sub- 
contracts; approved, October 23, 1952, under section 4 (a) of the RFC Act. 

27. Cosmo Engineering Laboratories, Inc., Mountain Avenue, Hackettstown. 
N. J.: Amount of loan, $75,000; purpose, to provide working capital and finance 
expansion of facilities for the production of mechanical equipment for the Navy; 
approved, October 23, 1952, under section 4 (a) of the RFC Act. F 

28. Leckenby Structural Steel Co., Inc., Seattle, Wash.: Amount ‘of loan, 
$50,000; purpose, to provide working capital for structural steel fabrication, eon- 
siderable part of fts work being for large aircraft company and other defense 
contracts; approved, October 23, 1952, under section 4 (a) of the RFC Act. 

29. Haley Canning Co., Hillsboro, Oreg.: Amount of loan, $15,000; purpose, to 
finance expansion of facilities for the production of canning of beef, pork, vege- 
tables, and poultry products; approved, October 24, 1952, under section 4 (a) 
of the RFC Act. 

30. Permanent Mold Foundry, Ine., Dayton, Ohio: Amount of loan, $11,200: 
purpose, to provide working capital for the manufacture of aluminum castings: 
approved October 27, 1952, under section 4 (a) of the RFC Act. . 

31. Hammond Sheet Metal Co., Las Vegas, Nev.: Amount of loan, $50,000: 
purpose, to provide working capital and finance expansion of facilities for the 
manufacture of air conditioning installations, refrigeration installations, etc., 
approved, October 27, 1952, under section 4 (a) of the RFC Act. 

32. Gateway Engineering Co., Chicago, Ill.: Amount of loan, $500,000; pur- 
pose, to provide working capital and finance expansion of facilities for the manu- 
facture, rental, and erection of concrete joist sections for concrete floors and roof 
construction, erection of reinforcing steel, steel accessories, concrete inserts and 
pipe hanging devices, and publication of a trade directory; approved, October 
27. 1952, under section 4 (a) of the RFC Act. 

33. Amertronic, Inc., Washington, D. C.: Amount of loan, $22,000; purpose, to 
provide working capital for research in and manufacture of electronic equipment; 
approved, October 27, 1952, under section 302 of the Defense Production Act. 

34. Hunter & Best Sawmill, Inc., Jacksonville, Oreg.: Amount of loan, $60,000: 
purpose, to provide working capital and finance expansion of facilities for the 
operation of sawmill, rougli, green lumber, mostly dimension; approved, October 
29, 1952, under section 4 (a) of the RFC Act. 

35. Triangle Paper & Box Co., Chicago, Ill.: Amount of loan, $100,000; purpose, 
to finance expansion of facilities for the manufacture of corrugated shipping 
cartons; approved, October 30, 1952, under section 4 (a) of the RFC Act. 

36. Solvents Recovery Service, Inc., Westfield, N. J.: Amount of loan, $20,000 
purpose, to provide working capital and to purchase new equipment and for debt 
retirement. The firm is a servicing enterprise engaged in reclamation of chemical! 
solvents; approved, October 30, 1952, under section 714 of the Defense Production 
Act 

37. Strobo Research, Milwaukee, Wis.: Amount of loan, $15,000; purpose, 
to provide working capital for the manufacture of high speed photoflash lighting 
equipment; approved, October 30, 1952, under section 714 of the Defense Pro- 
duction Act. 
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38. Lorain Automatic Screw Machine Co., Inc., Lorain, Ohio: Amount of loan, 
$100,000; purpose, to provide working capital and finance expansion of facilities 
for the manufacture of automatic serew machine products; approved, October 
30, 1952, under section 302 of the Defense Production Act. 

39. Lorain Automatic Serew Machine Co., Inc., Lorain, Ohio: Amount of 
loan, $60,000; purpose, to provide working capital in the manufacture of auto- 
matic screw machine products; approved, October 30, 1952, under section 4 (a 
of the RFC Act. 

40. Olson Shipyard, Inc., Chicago, Il.: Amount of loan, $60,000; purpose, 
to finance expansion of facilities and provide working capital needed to perform 
Navy contract for the production of vessels; approved, November 3, 1952, under 
section 714 of the DPA Act. 

11. Dockendorff & Co., Ine., Bridgeport, Conn.: Amount of loan, $75,000 
purpose, to provide working capital for the manufacture of gun sights; approved, 
November 3, 1952, under section 302 of the Defense Production Act. 

12. L. S. Taylor Manufacturing Co., Atlanta, Ga.: Amount of loan, $95,000 
purpose, to finance expansion of facilities for the manufacture of aluminum 
products; approve d, November 6, 1952, under section 714 of the Defense Pro- 
duction Act. 


13. Green Ball Bearir - Cleveland, Ohio: Amount of loan, $140,000: 
purpose, to provide work: | for the manufacture of ball bearings; ap- 
proved, November 6, 1952, u1 . tion 4 (a) of the RFC Aet 


14. Beall Pipe & Tank Corp., Portland, Oreg.: Amount of loan, $75,000: 
purpose, to provide working capital for the production of sheet metal; approved, 
November 6, 1952, under section 4 (a) of the RFC Act. 

45. Yaleco Sundries Co., New Haven, Conn.: Amount of loan, $75,000; pur- 
pose, to finance the expansion of facilities for the manufacture of rubber products; 
approved, November 6, 1952, under section 4 (a) of the RFC Act. 

16. Fullerton Manufacturing Corp., South Norwalk, Conn.: Amount of 
loan, $100,000; purpose, to finance the expansion of facilities for the manufac- 
ture and sale of industrial and commercial lighting fixtures; approved, November 
10, 1952, under section 4 (a) of the RFC Act. 

17. Clark’s Frozen Food Co., Temple City, Calif.: Amount of loan, $110,000 
purpose, to provide working capital and finance expansion of facilities for the 
production of frozen foods used by military; approved, November 10, 1952, 
under section 714 of the DPA, 

48. Greyhound A. C. Are Welder Corp., Brooklyn, N. Y.: Amount of loan, 
$50,000; purpose, to finance purchase and installation of equipment and to 
provide working capital for the manufacture of electric arc and spot welders, 
small electric drills and subcontracts for the machining of precision parts for gas 
and jet plane engines; approved, November 10, 1952, under section 302 of the 
Defense Production Act. 

149. Highway Trailers & Utilities of Alabama, Inc., Fairfield, Ala.: Amount 
of loan, $10,000; purpose, to provide working capital for the manufacture of 
fire trucks and commercial truck bodies, approved, November 10, 1952, under 
section 4 (a) of the RFC Act. 

50. Nichols-McQueen Manufacturing Co., Inc., Irondale, Ala.; Amount of 
loan, $15,000; purpose, to finance expansion of facilities and provide working 
capital for performance of Government contracts for manufacture of malleable 
and gray iron castings; approved, November 13, 1952, under section 4 (a) of the 
RFC Act. 

51. Aetogen Fabricators, Inc., Philadelphia, Pa.: Amount of loan, $75,000 
purpose, to provide working capital for the performance of defense contracts in 
edge prenaration of component armor castings of tank hulls; approved, Novem- 
ber _ 152, under section 302 of the Defense Production Act. 
Continental Electric Co., Geneva, Ill.: Amount of loan, $100,000; purpose, 
to provide working capital for the manufacture of electronic tubes on defense 
contracts; approved, November 13, 1952, under section 714 of the Defense 
Production Act. 

53. L-C Products, Inc., Indianapolis, Ind.: Amount of loan, $100,000; pur 


f defense contracts for the manu 





pose, to provide working capital for processing o 
facture of water pumps for automobile replacement trade and ordnance material 
approved, November 13, 1952, under section 4 (a) of the RFC Act. 

54. Peoria Consolidated Manufacturers, Inc., Peoria, Ill.: Amount of loar 
S81 1.169 purpose, to provide wor! ing capital for prod iction pool of small 





diversified manufacturers to process defense contracts for production of cartridge 


storage cases; approved, November 13, 1952, under section 302 of the Defens« 
Production Act 









































































1434 STANDBY ECONOMIC CONTROLS 


ot tat ee Machine & Tool Co., Inc., Indianapolis, Ind.: Amount of loan 
: 5, ; purpose, to finance expansion of facilities and provide working capital 
or production of tools, dies jigs, fixtures, gages, and other machine-tooled items: 
pereree. romeener 13, 1952, under section 714 of the DPA . 
56. Febco, Inc., Los Angeles, Calif.: Amot $15 
. 7 , s, el int of loan, $15,000: purpose, t 
, > yr c rc i . . . Sore , ae 0 
oe — capital a the production of sprinkler systems aud stuitelion 
valves, known as vacuum breakers; approved, Nove j 95 ler secti 
py trey! —trery pI , November 13, 1952, under section 
a7 ries ‘s ‘ % 

57. Ame rican Cam Co., Ine., Hartford, Conn.: Amount of loan, $98,300: 
ene 7 gene ry ome of facilities for the manufacture of ‘cams’ and 
ing tools for screw machines: approved, Nover ecti 

) 8; od, I »mbe 95 ‘rs 
eich ot han PI er 13, 1952, under section 

58. P: . 

Orn orp., Lubbock, Tex.: Amount of loan, $800,000; purpose, to 
oe a ao <- the performance of defense contract for the produe 

ion of shells; approved, November 17, 1952, under section , . 
on ree . 92, under section 302 of the Defense 

59. Couse Manufacturing, Inc., Newark, N. J.: Amount of loan, $1,275,000; 
oe to finance expansion of facilities and provide working capital to perform 
defense contract for the construction of mobile machine shops; apnroved, Novem- 
ber 17, 1952, under section 302 of the Defense Production Act ms 

_ 60. Walter Quick Freeze, St. Thomas, Virgin Islands: Amount of loan 
$100,000; purpose, to finance erection of building and equip a freezing and pro- 
cessing plant at St. Thomas, Virgin Islands, for the production and distribution 
of frozen Sets; approved, November 17, 1952, under section 4 (a) of the RFC Act 

61. Quigley Shipyard, Inc., ¢ amden, N. J.: Amount of loan, $80,000; purpose, 
to provide working capital for repair and overhauling of tugs, barges, and water- 
aes; approved, November 17, 1952, under section 4 (a) of the RFC Act 

62. Aeronautical Electronics, Inc., Raleigh, N. C.: Amount of loan $22,400; 
purpose, to provide working capital to manufacture quartz-crystal units for radio 
communication equipment; approved, November 17 52, u 

! ; <a r 17, 1952, under sec 
the Defense Production Act. Leek St 

63. Model Sportswear, Inc., Shelbyville, Tenn.: Amount of loan, $30,000; 
purpose, to provide working capital for the manufacture of work clothing; 
approved, November 20, 1952, under section 714 of the Defense Production Act. 

64. Wolverine Industries, Inc., Detroit, Mich.: Amount of loan, $26 600; 
purpase, = yas capital and other purposes. The firm manufactures tools 
and dies and does general machine work; approved, Nover 52 

s . I amber 20, 19: 
section 714 of the Defense Production Act. ; Le eee 

65. Galesburg Soy Products Co., Galesburg, Ill.: Amount of loan, $500,000; 
purpose, ay finance expansion of facilities for processing soybeans; approved, 
November 20, 1952, under section 714 of the Defense Production Act. es 

66. Powers Manufacturing Co., Dallas, Tex.: Amount of loan, $920,000: 
purpose, to finance acquisition of facilities and new equipment for the manu- 
ae of aay ee heavy-duty transmission chains and gears, and electronic 
devices, approved, November 20, 1952, under section 302 se P’ 
eae oe ; 302 of the Defense Pro- 
: 67. 2 he Farmers Soy Products Co., Coshocton, Ohio: Amount of loan 
$100.( 00; purpose, to provide working capital to produce soy meal and soy oil: 
approved, November 20, 1952, under section 4 (a) of the RFC Act id P 

_ 68. Linder & orp., Kensett, Ark.: Amount of loan, $175,000; purpose, to 
Saenee wpa of we and provide working capital for logging sawmilling 
<iin drying, and manufacturing flooring and crating material; ed, N : 
y erial; approve y 
24, 1952, under section 4 (a) of the RFC Act . ee ee 
+¢ _-S Engine ( , illi ; 

69. H 5 Engine Company, Billings, Mont.: Amount of loan, $110,000; purpose 
: cosas a oo plant and install machinery and equipment for the manufacture 
of hydraulic valves, pumps, and hydra-units; approved, Nov 5 

] I : j : , Over 95% 
section 4 (a) of the RFC Act. we este SidelbCesieies ted 

70. Runnymeade Mills, Inc., Tarboro, N. C.: Amount of loan, $150,000; 
purpose, to eo tes working capital and finance expansion of facilities for the 
manufacture of hosiery; approved, November 24, 1952 secti , 
RFC Act. : , , under section 4 (a) of the 
v1, Lucadian Corp., Philadelphia, Pa.: Amount of loan, $12,200; purpose, to 
me — working ar ie processing Air Force contract and for drafting of maps 
and charts; approved, November 24, 1952, under secti 

; 9% section > Defens 
oe meres 5 ; 302 of the Defense Pro- 

72. J. A. Baldwin Manufacturing Co., Ashland, Wis.: Amount of ‘oan, $30,000: 

purpose, for purchase of new equipment to manufacture patented oil filter ele- 


ments; approved, Novembe 52 Sain : 
Act. PI ovember 24, 1952, under section 714 of the Defense Production 
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73. Swarts Bros., Rochester, Minn.: Amount of loan, $50,000; purpose, to pro- 
vide working capital to produce bulk tank reconditioning units and to finance the 
acquisition of new equipment; approved, December 1, 1952, under section 714 
of the Defense Production Act. 

74. Cayuga Machining & Fabricating Co., Inc., Depew, N. Y.: Amount of 
loan, $20,000; purpose, to provide working capital for the production of welding 
equipment for the Navy; approved, December 1, 1952, under section 714 of the 
Defense Production Act. 

75. Delmar Box Co., Ine., New Scotland, N. Y.: Amount of loan, $13,500; 
purpose, to provide working capital and to finance the acquisition of new equip- 
ment; approved, December 1, 1952, under section 714 of the Defense Production 
Act. 

76. William Hagan, Fernwood, Pa.: Amount of loan, $18,000; purpose, to pro- 
vide working capital for the manufacture of cinder building blocks; approved, 
December 4, 1952, under section 4 (a) of the RFC Act. 

77. Era Tool & Engineering Co., Franklin Park, Ill.: Amount of loan, $200,000; 
purpose, to finance the manufacture of ammunition fuses under defense sub- 
contract; approved, December 4, 1952, under section 4 (a) of the RFC Act. 

78. Dixie Paint & Varnish Co., Inc., Brunswick, Ga.: Amount of loan, $150,000: 
purpose, to provide working capital for the manufacture of paints, varnishes, and 
enamels. About half of its production is for the Government; approved, Decem- 
ber 4, 1952, under section 4 (a) of the RFC Act. 

79. Kelly Foundry & Machine Co., Elkins, W. Va.: Amount of loan, $183,000; 
purpose, to finance the acquisition of additional facilities for the production of 
machine tool parts: approved, December 11, 1952, under section 4 (a) of the RFC 
Act. 

80. Zepher Awning Co., Muskegon, Mich.: Amount of loan, $32,000; purpose, 
to finance the acquisition of equipment and to provide working capital for the 
production of shipping boxes for jet-engine parts; approved, December 11, 1952, 
under section 4 (a) of the RFC Act. 

81. Dieco, Inec., Bakersfield, Calif.: Amount of loan, $130,000; purpose, to 
provide funds for the acquisition of equipment and to provide working capital 
for constructing roads; approved, December 8, 1952, under section 714 of the 
Defense Production Act. 

82. Ace Welding Service, Inc., Saugus, Mass.: Amount of loan, $175,000; 
purpose, to provide working capital to enable them to process two Navy con- 
tracts for manufacture of oil tanks for oil and gasoline distributors and general 
welding work; approved, December 11, 1952, under section 302 of the Defense 
Production Act. 

83. Knox-Warrenton Co., Warrenton, Ga.: Amount of loan, $225,000; purpose, 
to provide working capital to process Defense and Post Office contracts for 
stamping, fabricating, assembling and finishing of light and medium weight 
metal products; approved, December 15, 1952, under section 714 of the Defense 
Production Act. 

84. Hermas Machine Co., Inc., Hawthorne, N. J.: Amount of loan, $100,000; 
purpose, to finance the acquisition of machinery and to provide working capital 
for the production of textile machinery; approved, December 15, 1952, under 
section 714 of the Defense Production Act. 

85. General Development Corp., Elkton, Md.: Amount of loan, $135,000; 
purpose, to finance expansion of facilities for research, development and produc- 
tion of aircraft parts. About 95 percent of applicant’s contracts are Navy 
Defense Contracts; approved, December 15, 1952, under section 302 of the De- 
fense Production Act. 

86. American Rubber Corp., Albertville, Ala.: Amount of loan, $80,000; pur- 
pose, to provide working capital for production of rubber floor tile and shoe soling; 
approved, December 18, 1952, under section 4 (a) of the RFC Act. 

87. Dick Bros., Inc., Reading, Pa.: Amount of loan, $359,000; purpose, to 
finance the acquisition of equipment for the production of metal parts for essential 
civilian and defense use; approved, December 18, 1952, under section 714 of the 
Defense Production Act. 

88. Scott-Browne Corp., Newton, Ohio: Amount of loan, $50,000; purpose, to 

rovide working capital for the production of defense tools and parts; approved, 
ecember 23, 1952, under section 302 ef the Defense Production Act. 

89. Cogmatic Co., Milwaukee, Wis.: Amount of loan, $40,000; purpose, to 
provide working capital for the manufacture of sprockets for Army Ordnance; 
approved, Dece aber 23, 1952, under section 302 of the Defense Production Act. 

90. Bowen & Co., Inc., Bethesda, Md.: Amount of loan, $70,000; purpose, to 
finance the acquisition of facilities for the production of instruments for military 
use; approved, December 23, 1952, under section 4 (a) of the RFC Act, 
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91. The Gemco Engineering & Manufacturing Co., Inc., Woodlawn, Ohio: 
Amount of loan, $150,000; purpose, to provide working capital and finance acqui- 
sition of materials to process defense contract for rebuilding 2-wheel, 1-ton cargo 
trailers; approved, December 23, 1952, under section 714 of the Defense Produc- 
tion Act. 

92. Hydraulic Research & Manufacturing Co., Burbank, Calif.: Amount of 
loan, $485,000; purpose, to provide working capital and finance expansion of 
facilities for processing defense contracts for the manufacture of hydraulic valves 
for aircraft use; approved, December 30, 1952, under section 302 of the Defense 
Production Act 

93. Lost Creek Lumber Co., Kalispell, Mont.: Amount of loan, $70,000; pur- 
pose, to provide working capital for the operation of applicant’s lumber mill; 
approved, December 30, 1952, under section 4 (a) of the RFC Act. 


APPENDIX | 


Small business shares of industrial ex pansion goals 
































Includes shares established through Dec. 31, 1952] 
Small 
business 
Per- size 

Subject ee Amount standard 

= number 

of em- 

ployees 
Tungsten ore 15 6,000,000 pounds yearly production 75 
Cra r-tractors and ed equip- 8 $5,800,000 new production facilities 2, 500 
nes, hydraulic 11 110,500 horsepower new capacity 2, 500 
nes, steal ll 715,000 kilowatts neW capacity 2, 500 
rators, water wheel] driven 11 88,000 kilowatts new capacity 2, 500 
stean 3344 33,000,000 pounds of steam per hour per year 200 
Condensers 3344! 1,666,000 square feet condensing surface a | 175 
lransformers, distribution 4 100,000 Kilovolt-amperes capacity - - 1, 000 
Air preheaters, regenerative 344 76 units produced annually 200 
Photographie equipment 2s $2,405,000 new capital investment 1, 000 
Eleetroni¢e products (military 24 $95,000,000 new facilities and equipment 750 
Aircraft (milit 11 $146,300,000 new facilities and equipment 2, 500 
Mining mac V 27 $1,620,000 additional annual capacity 100 
Methylene chlo 12 8,400,000 pounds new annual production 1, 000 
Gears and ge es 33 $6,600,000 new capital investment ‘ 450 
Laminat facilities 2 $1,260,000 new production facilities - -- 100 
Debarkers and chippers 50 $2,500,000 new production facilities _. . 100 
Dry-kiln facilities 50 $1,000,000 new production facilities _ . 100 
lreating facilities ! 3314 $500,000 new production facilities ___- ee 225 
Miscellaneous wood product 52 $1,300,000 new production facilities -_ ~~ _- ead 100 
Sawmills and related facilities ! 50 $10,000,000 new production facilities _ - ane | 100 
Screw machine products, precision 60 $9,000,000 new capital investment. __..............| 100 
Precision and large size fasteners 30 $9,900,000 new capital investment--............... | 300 
Heavy metal tanks 3314, 833,000 tons of capacity. __--- stl cecil 200 
Special components 25 $4,500,000 capital investment : sony 300 
Metal can manufacturing tin con- 13 | $4,030,000 new capital investment _-_......__. Beedws | 1, 000 

servation. | 
Exchangers, heat tubular. ......._. 3314' 6,600,000 square feet heat exchange surface yearly | 200 
production. | 
Beryl ores_......... cauth 5O 2,100 tons annual production. . ficient | 100 
Barite ore__. 32 435,200 tons annual production icant iets eet 150 
High-voltage switchgear - - -_- : 33 | $16,500,000 new capital investment. __._.......-- 750 
Machine tools ; | 30 $37,500,000 new capital investment cousin aeds 400 
Metal-cutting tools s 49 $14,700,000 new capital investment ___._....- 1550) 100 
Jigs, dies and fixtures 49 $16,170,000 new capital investment. _.......... nal 100 
Iron ore... i eaalit -| 24 35,000,000 tons annual production................-. 800 
Electrical connectors, Army-Navy 34 $2,310,000 new productive capacity -......- ~eeanenl 300 
type. 1 

Materials-handling equipment......| 15 | $3,900,000 new capital investment__..............- 300 
Pumping machinery Te 20 | $7,000,000 new capital investment ..-.............. 300 
Motors, minature electric_- 33 $1,980,000 new capital investment. __.__- -K 1, 500 
Strapping, steel | 10 | 55,000 tons production capaeity_...................} 200 
Asbestos, chrysotile, strategic grades.| 25 | 1,500 tons production annually. ._..............._. 2, 500 
Chemical]-manufacturing machinery.| 30 $3,300,000 pew capital investment. -.-.............. 400 
Valves and fittings ei $15,000,000 new capital investment aeeeanitceacs 400 
Cylinders, compressed gas_._....... 30 | 12,000 tons additional annual capacity. ____- eliaict 750 





1 Part of 4 single DPA goal. 
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ApPENDIXx J 


NAMES AND ADDRESSES OF REGIONAL Drrectrors, REGIONAL AND FigLp 
REPRESENTATIVES 


Region I—Boston (covering all the New England States 
Edward J. Stewart, regional director, Small Defense Plants Administratio 
10 Broad Street, Boston, Mass. 
Region II—New York (covering New York and New Jersev 
Casper H. Citron, regional director, Small Defense Plants Administration, 
2 Park Avenue, New York, N. Y. 
A. 8. Posage, field representative, Small Defense Plants Administratior 
117 Ellicott Street, room 507, Buffalo 3, N. Y. 
Region I1I—Philadelphia (covering Pennsylvania and Delawar« 
Joseph G. Dellert, regional representative, Small Defense Plants Administra- 
tion, 1015 Chestnut Street, room 1216, Philadelphia, Pa 
Paul B. Crabtree, field representative, Small Defense Plants Administration, 
1019 Clark Building, 717 Liberty Avenue, Pittsbur: , Ps 
Region I\ Richmond (covering Virginia, West Virginia, Marvland, North 
Carolina, and District of Columbia 
Leon E. Savage, regional director, Small Defense Plants Administration, 
Southern States Building, Seventh and Main Streets, Richmond 19, Va, 
Lloyd Taylor, field representative, Small Defense Plants Administration, 
Calvert Building, room 307, Fayette and St. Paul Streets, Baltimore, Md. 
Region \ Atlanta (covering Tennessee, South Carolina, Georgia, Alabama, 
Mississippi, and Florida 
Hugh Mitchell, regional director, Small Defense Plants Administration, 
50 Whitehall Street SW., room 317, Atlanta 2, Ga 
Gadsden Shand, field representative, Small Defense Plants Administration 
14 Ninth Avenue 8., room 114, Nashville, Tenn. 
Region VI—Cleveland (covering Ohio, Kentucky, and Michigai 
l ants Administration 
Ferguson Building, room 248, 1783 East 11th Street, Cleveland 14, Ohio. 
James B. Shepard, field representative, Small Defense Plants Administration, 
912 Francis Palms Building, 2111 Woodward Avenue, Detroit, Mich. 
Region VII—Chieago (covering Illinois, Wisconsin, and Indiana 
Von Allan Carlisle, acting regional director, Small Defense Plants Adminis- 
tration, 188 West Randolph Street, room 901, Chicago, Ill. 
Region VIII— Minneapolis (covering Minnesota, North Dakota, South Dakota, 
and Montana 
J. Walter Malmquist, regional director, Small Defense Plants Administration, 
220 Minnesota Federal Building, Marquette at Sixth, Minneapolis 2, Minn. 
Region IX—Kansas City (covering Missouri, Kansas, Iowa, and Nebraska 
Roy Ww. Webb, regional director, Small Defense Plants Administration, 
911 Walnut Street, Kansas City 6, Mo. 
William H. Casey, field representative, Small Defense Plants Administration, 
209 Federal Office Building, Omaha 2, Nebr. 
Edward C. Hauss, field representative, Small Defense Plants Administration, 
1108-1110 Areade Building, 812 Olive Street, St. Louis, Mo. 
Region X—Dallas (covering Texas, Oklahoma, Arkansas, and Louisiana 
Henry H. Ritter, regional director, Small Defense Plants Administration, 
1114 Commerce Street, room 808, Dallas 2, Tex. 
Wren W. Anderson, field representative, Small Defense Plants Administra- 
tion, Masonic Temple Building, 333 St. Charles Street, New Orleans 12, 
La. 
Region XI—Denver (covering Colorado, Wyoming, Utah, and New Mexico 
Lacy L. Wilkinson, regional director, Small Defense Plants Administration, 
New Customhouse, room 406, 19th and Stout Street, Denver, Colo. 
Region XII—San Francisco (covering California, Nevada, and Arizona 
Homer F. Potter, regional representative, Small Defense Plants Adminis- 
tration, Flood Building, room 1043, 870 Market Street, San Francisco 2, 
Calif. 
Joseph V. Ragusa, field representative, Small Defense Plants Administra- 
tion, 117 West Ninth Street, Los Angeles 15, Calif. 
Region XIII—Seattle (covering Washington, Oregon, and Idaho): 
Allan L. Willard, regional director, Small Defense Plants Administration, 
Burke Building. room 210, 905 Second Avenue, Seattle, Wash. 
John G. Barnett, field representative, Small Defense Plants Administration, 
101 Platt Building, 519 Southwest Park Avenue, Portland 5, Oreg. 
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APPENDIX K 
JANUARY 9, 1953. 
Mr. Henry H. Fow er, 
Dire ctor of Defe TLE Mobilization, 
Washington 25, D. C. 


Dear Mr. Fowter: The continuance of discussions as to the decontrol of 
materials production and distribution regulations, together with the reeommenda- 
tion of several proposed decontrol actions to the allocating authorities and to the 
Production Policy Committee of the Office of Defense Mobilization, prompt me 
to inform you of my views on the subject. 

Enclosed herewith is a study, prepared by my staff, of the principal decontrol 
proposals presented to you, one of which has been strongly recommended by 
various segments of American industry. I refer, of course, to the decontrol 
recommendations of the steel industry, and to the Truppner proposal. It seems 
to me that such precipitous decontrol action as is recommended by the steel indus- 
try at this time might have as its inevitable sequel a chaotic materials supply 
situation similar to that which existed for several years after World War II 
controls were lifted. 

It is recognized that immediate decontrol might be advantageous to small 
businesses that enjoy a favored supply position with the primary producers or to 
small firms whose operations do not require those steel items presently in extreme 
short supply. On the whole, it is my opinion that complete decontrol would work 
a hardship on a greater number than it could possibly help. 

I emphasize, however, that on whatever items controls are retained, they should 
include both production and distribution. 

I am willing to support the Truppner proposal provided modifications similar 
to those summarized herein are adopted. I note that the modifications which are 
advanced in our review closely approximate one of the alternate choices posed by 
Mr. Truppner’s later memorandum of January 2, 1953. I refer specifically to 
the form of selective control outlined in paragraph 3 (b) of that document, which 
in substance calls for continuing controls by forms and shapes on items when such 
are in a short supply condition caused by substantial governmental demands, 
rather than by normal economic demands. 

Specifically, the modifications or elaborations of the original Truppner proposals 
which we consider should be adopted are the following: 

1. The timing. The Truppner proposal makes no recommendation on this 
point. I wish to point out that information available to us is not, in my opinion, 
sufficient to support the steel industry’s position that present controls should be 
substantially modified on April 1. Recent DPA-—NPA decisions established a 
general allocation level for the second quarter of 1953 of 70 percent steel, 50 percent 
copper, and 55 percent aluminum, for the production of the so-called civilian type 
items for nonmilitary use. If the supply of these materials, particularly steel, is 
sufficient only to support such a reduced rate of operations, it seems to me that 
broad decontrol actions during the second quarter of 1953 are not realistic. This 
does not, however, preclude actions to decontrol specific forms or shapes of con- 
trolled materials as each such item in the intervening period may reach a relatively 
easy supply position. 

2. If and when a modified CMP is made effective, programs currently recognized 
as. being essential to the national defense, and to defense-supporting industrial 
needs, must receive continuing support with respect to the forms and shapes of 
controlled materials which are still in a tight supply position. 

3. Positive safeguards providing small manufacturers and new businesses with 
access to substantial portions of their material requirements, which the present 
CMP system now, at least in part, insures, must also be continued. 

I recognize the value to the American system of a prompt return to a free 
economy, and I am willing most wholeheartedly to support the abolition of controls 
whenever a substantial disturbance to the supply-demand relationship of any 
given material or item is not occasioned by the demands imposed by governmental 
activities. I feel, however, that when governmental activities create shortages, 
the Government should accept its responsibility for equitable distribution of the 
supply of any material or item remaining after its demands have been satisfied. 

I am acutely aware of the fact that many small businesses run the risk of 
serious injury in any period of a shortage created by normal economic forces. 
However, my confidence in the soundness of the American economic system 
justifies in my mind the risk of a few instances of temporary inconveniences or 
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njury to individual small businesses under such circumstances. Concomitantly, 
[ earnestly hope that the producers of the prime materials, needed by small 
business will recognize and discharge their obligations on a fair and equitable basis 
to reduce to a minimum small “business hardships. 

I recognize that others equally solicitous of the welfare of small business have 
recommended decontrol actions with respect to steel not later than April 1, 1953. 
This is true, for example, of the House Small Business Committee. 

It is noteworthy to point out that its recommendations are prompted partially 
by dissatisfaction with some aspects of the administration of the program. It 
seems then that constant effort must continue to be made to remove any remain- 
ing inequities. Certainly we will continue to give full cooperation to bring about 
such corrective action. 

Finally, I also wish to recommend most strongly that, even after decontrol 
actions have been taken, standby production and distribution controls remain 
available for reimposition at a moment’s notice should any future event require 
further extension of our present mobilization efforts. 

Sincerely yours, 
Joun E. Horne, Administrator. 


The CuHarrmMan. At this time the committee will proceed in execu- 
tive session, 

(Whereupon, at 11:05 a. m., the committee went into executive 
session. ) 

(The materials referred to on p. 1380, follow:) 


SMALL DEFENSE PLANTS ADMINISTRATION, 
Washington 25. D. C 
The Honorable Homer EE, Capenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 


Dear Mr. CuarrmMan: At your request I am herewith submitting the fol- 
lowing items to be included in the record of today’s hearing on 8. 753: 

Employment size standards for identifying small-manufacturing concerns 
Small Defense Plants Administration, January 1953. 

Size classification of manufacturers, Department of Commerce, November 
1951. 

It should be explained that the first of these represents a revision of the second 
and earlier time. The basic difference between them is that the Commerce 
classification was prepared on the basis of employment and production of individ- 
ual plants, whereas the proposed SDPA employment size standards are based 
on the same census data retabulated to show employment and production by 
company. I am taking the liberty of including also a copy of the letter dated 
January 14, 1953, which was addressed by then Administrator Horne to each of 
several hundred manufacturing associations and similarly interested business 
organizations. I may add that at the same time the proposed standards and the 
covering letter were brought to the attention of the Small Business Committees 
of both Houses. For a fuller discussion of the subject of size standards you may 
wish to refer to chapter II of our fourth quarterly report, a copy of which chapter 
Working Toward a More Realistic Definition of Small Business, is also transmitted 
herewith. 

These standards are intended to replace, for manufacturing industries, the 
uniform standard of 500 employees, which is generally recognized as unsatisfactory 
but which is still used in connection with Government procurement. We are 
pursuing studies which will soon enable us to propose comparable standards for 
distributors which will represent similar improvement in the distributing trades. 

In administering our program of financial assistance, as well as elsewhere in 
our operations, we have from the beginning utilized the improved standards, 
first those of Commerce and more recently our own. Their application to the 
field of procurement, however, involves problems of sufficient difficulty that we 
are still working with the armed services and the General Services Administration 
to resolve them to mutuai satisfaction before the standards are formally adopted 
for procurement programs. 

Very truly yours, 
Y. BrRYNILDSSEN, 
Acting Administrator. 
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SMALL DErPENSE PLANTS ADMINISTRATION, 
Washington 25, D. C., January 14, 1968. 


[Letter addressed to each of approximately 1,000.manufacturers’ associations and 
similar organizations listed by the Department of Commerce, Trade Association 
Division] 

° 

GENTLEMEN: As one of the steps in working out a suitable definition of small 
manufacturing concerns, we have prepared a listing of 452 manufacturing indus- 
tries, showing for each industry the maximum number of employees which we 
propose to recognize in classifying an individual concern as small. 

This list is being sent to you as one of many organizations whose listing 
among trade associations by the Department of Commerce indicates direct concern 
with these standards, and whose comments would be helpful. 

The Small Defense Plants Administration is authorized by statute to determine 
which concerns are to be designated as small business. Our experience has 
demonstrated that the definition of small business currently used in Government 
procurement (that is, as concerns employing no more than 500 persons) is seriously 
deficient and has hampered efforts to assist small business. Furthermore, the 
present definition has even obscured the statistics measuring the extent to which 
small] business has participated in such procurement. 

Technological, distributive, and competitive differences among the various 
industries necessarily result in substantial variations in the size of concern which 
in its own industry may be regarded as small. For example, in the automobile 
and parts industry a concern employing 1,500 persons may justifiably be regarded 
as small. On the other hand, a producer of women’s suits and coats who employs 
200 persons is generally recognized as a large concern in that industry. 

Some of these differences in industry size characteristics were illustrated in the 
fourth quarterly report of SDPA to the President and the Congress. Further 
recognition of the shortcomings of the present ‘‘500’’ standard was recently 
expressed by the Munitions Board of the Department of Defense when, in dis- 
cussing statistics of the proportion of military prime contracts awarded to small 
business, it was noted that 

“The * * * data again illustrate * * * that the small-business percentage is 
subject to wide fluctuations from month to month, and that figures for any 
1 month are not necessarily representative. The percentage in any month de- 
pends mainly on the type of commodities procured in that particular month. 
When procurement of soft goods and easy-to-make items is a large part of the 
monthly total * * * the small-business percentage will be high. In months 
when aircraft, tanks, trucks, or other heavy items are purchased in large volume 
the small-business percentage will be relatively low” (August 1952 Munitions 
Board Report 3A, p. 2). 

In order to in prove the present unsatisfactory definition, it was decided that, 
for practical purposes, both an absolute lower limit and absolute upper limit must 
be recognized, as follows: All manufacturing concerns employing no more than 
100 persons must be considered small regardless of the industry in which they do 
business; similarly, concerns employing more than 2,500 workers could not ordi- 
narily be regarded as small, at least in the sense of requiring special consideration 
under Government programs. 

This narrowed down the problem to that of classifying concerns employing 
between 100 and 2,500 persons. Our first step here was to examine the data on 
production, arranged by size of company, in 452 manufacturing industries recog- 
nized in the Standard Industrial Classification. The object of this examination 
was to identify a group of the smallest companies in each industry which, together, 
accounted for a substantial fraction of its total production. A suitable breaking 
point in the industry’s production was found for each industry, distinguishing the 
group of smallest concerns from those of larger size. In most cases the group 
thus defined accounts, in the aggregate, for approximately one-third of production 
in the industry total. 

A set of employment size standards has been drawn up corresponding with these 
breaking points, modified of course by the minimum standard of 100 where the 
breaking point would otherwise fall below such size, and by the maximum standard 
of 2,500 where appropriate. 

In order to determine in which industry a concern is to be classified, reference 
is made to the Standard Industrial Classification Manual, volume I, parts 1 and 2. 
This manual establishes a uniform method of classifying industries and products 
and has been accepted by both industry and Government as a common basis for 
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dealing with industrial data. Concerns will find that their main line of production 
usually determines their industrial classification. In the field of Government 
procurement, however, where concerns from more than one industry may be 
bidding upon a particular contract, it is necessary to provide a common denomina- 
tor of size. 

In procurement it is necessary to find a measure of smallness which can be 
applied when concerns from different industries compete for a particular contract. 
The most practicable method of handling such a problem is to let the product for 
which bids are requested determine the applicable industry and the appropriate 

size standard which is to govern in procurements for the product. For example, 

the annexed table indicates that small woodworking jails ry companies are 
those employing not more than 100 persons and that small metalworking machin- 
ery companies are those employing not more than 400 persons. A concern 
qualifying as small in metalworking machinery may not necessarily qualify as 
small for a woodworking machinery procurement, since, as stated above, the prod- 
uct being procured determines the applicable industry. as well as the appropriate 
employment size standard. 

In the application of this definition, some flexibility will be essential; discretion 
is reserved to the Administrator to make changes and exceptions in the light of 
experience n applying t these standards to the several indust 

In offering its proposed standards of small manufactur 





business, SDP \ 








recognizes that no definition of small business can be absolute. Any definition 
adopted by this agency is valid and useful only to the extent that it helps fulfill the 
mandate of Congress to increase participation of small-business enterprises in the 
defense effort and in the production of essential civilian goods We have closely 
esamined the cucetuabil definition and are aware of its principal limitations. 


Nonetheless, in offering this definition of small business, SDPA considers it to be 
an improvement over current standards and a step in the right directio 
We should appreciate receipt, at your early convenience, of any co 


your organization concerning the suggested employment size standé 





Sincerely 


Joun E. Horne, Administrator 


EMPLOYMENT SizE STANDARDS FOR IDENTIFYING SMALL MANUFACTURIN( 
CONCERNS 


The following employment size standards for the 452 manufacturing industries 
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included in the Bureau of the Census reports are under consideration by Small 
Defense Plants Administration for issuance pursuant to section 714. subsections 
(a) (1) and ( 5), of the Defense Production Act of 1950, as amended. 
Pr 
} 
Sit I 1 
Co litle of str s 
N lard 
tr 
FOOD AND KINDRED PRODUCTS 
See pp. 7-12 of SIC Manua 

x Me wholesale . : 
2 Pr 4 
2 I g, wi sale Oo 
A Cre € ) 
2022 N sé « t 
") { l uh 
2024 | Ice I 1 ices 00 
2025 | Special dairy products. 400 ; 
2031 Canned seafood a0) 3e 
2032 | Cured fish- : 100 

Canning and preserving, except fish : 25 i 

Dehydrated fruits and vegetables 106 38 

Pickles and sauces -- ; 50 34 
2037 | Frozen foods.___...- si . 150 32 
2041 | Flour and meal 200) 33 
2042 Prepared animal feeds... ‘ “ 
2043 Cereal preparations ux 2 
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See footnote at end of table, p. 1448. 
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2322 | Men’s and boys’ underwear 175 33 
Men's and boys’ neckwear 100 7 
4 Men’s and boys’ cloth hats and caps 100 a3 
7) 2326 | Hat and cap materials 100 90 
12 2327 | Separate trousers 100 42 
4 2328 | Work shirts 400 3t 
7 2329 | Men’s and boys’ clothing, n. e. « 125 32 
2331 Blouses and waists 100 83 
64 2333 | Dresses, unit price 100 79 
2334 | Dresses, dozen price 100 35 
2335 | Women’s suits and coats 100 73 
60 2336 | Women’s skirts 100 ” 
y 2338 | Women’s neckwear and scarfs 100 an 
3 2339 | Women’s outerwear, n. e. ¢ 100 70 
15 2341 nen’s and children’s underwear 100 53 
18 2342 | Corsets and allied garments 150 32 
7 2351 Millinery 100 82 
16 2361 Children’s dresses 100 7 
; 2363 | Children’s coats 100 80 
7F 2369 | Children’s outerwear, n. e. c 100 70 
“) 2371 Fur goods 100 IW 
44 2381 Fabric and combination dress gloves 125 : 
33 2382 | Fabric and combination work gloves 225 4 
2383 | Suspenders and garters 100 4 
2384 | Robes and dressing gowns 100 68 
2385 | Waterproof outer garments 100 59 
2386 | Leather and sheep-lined clothing 100 54 
2387 | Belts 100 64 
2388 | Handkerchiefs... 100 51 
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i 2396 | Trimmings and art goods 100 68 
2397 | Schiffli-machine embroideries 100 80 
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y 2399 | Fabricated textile products, n. e. c 100 57 
) LUMBER AND PRopucTs, EXCEPT FURNITURE 
See pp. 23-25 of SIC Manual 
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2443 | Cigar boxes 195 ' 
2444 +\, ooden boxes, except cigar boxes 100 34 
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See p. 41 of SIC Manual 
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Title of industry 





CONTROLS 


Production 

; by concerns 
Employ- meeting 
ment size | standard 


standard ! | (percent of 





industry 
_ total 
STONE, CLAY AND GLass Propucts—Continued 
3295 | Minerals, ground or treate< 
3208 Sand-lime s 100 ‘ 
3297 | Nonclay refractories 100 100 
3298 | Statuary and art goods — = 
3299 | Nonmetallic mineral products, n. e. c 00 3 
PRIMARY METAL INDUSTRIES 
, (See pp. 48-50 of SIC Manual 
Blast furnaces ( 
Steelworks and roll I, = “4 
Electrometall s eo : 
Gray-iron f oo : 
Malleable s = = 
Steel foundries a a 
Primary - : 
Primary a 
. . 
1,000 14 
1,000 i} 
c 1,000 2r 
225 3 
1,000 16 
- 1, 500 ’ 
; 750 ‘ 
in 34 
3392 - ; 
3393 1, 000 24 
4 SOO 2 
2 2%) 33 
METAL PRODUCTS 
5 of SIC Manual 
3411 
ann 1, 000 13 
3422 ee = 
z 100 43 
i 250 3 
2438 1, 000 ll 
3429 = - 
3431 gs 400 > 
3432 
— 100 8 
429 e.¢ 400 
3441 | Structural ar n iucts 10 ~ 
3442 | Metal doors, sash and tr 178 + 
3443 | Boiler she ts 200 ; 
3444 Sheet — Z 
3461 oducts dj 300 7 
+: - aw 24 
oon 2 100 i. 
7 6 100 63 
an - 100 37 
aa g 100 73 
oes 100 3 
489 a ~ 
_ - 200 33 
~ ” . 1, 000 rn 
= 750 Ww) 
. ; 5) 32 
_ os was i s 400 33 
3495 | ( : e tube ~~ = 
3407 | Metal f a0 31 
AK Fabricate etal pr $ « 10 
MACHINERY (Except ELEcTRICA 
+ 5A Sie VW ar 
S . Z s 1 t 2. 300 I 
I 4 g 1, 500 2 
2 t Mm 2, 500 8 
jz am r rs 300 32 
= a: ig t 500 4 
‘4 Ma . = 
uM 
See fox <3 i of 144s 





Metalwo 
Cutting | 
3551 | Food-pre 
2 | Textile n 
3 | Woodwo 
3554 | Paper-in 
3455 | Printing 
3559 | Special-i 
3561 | Pumps ¢é 
3562 | Elevator 
3563 | Convey 
3564 | Blowers 
3565 | Industri 
3566 | Power-t 
3567 | Industri 
3568 | Mechan 
General 
Comput 
Typewr 
3576 , Scales a 
3579 | Office a 
3581 | Domest 
3582 | Laundr 
3583 | Sewing 
3584 | Vacuun 
3585 | Refrige 
3586 | Measur 
s9 | Service 
91 | Valves 
3592 | Fabrica 
Ball an 
Machir 



























3611 | Wiring 
3612 | Carbor 
3613 | Electri 
3614 | Motor 
3615 | Transf 
3616 Electri 
3617 | Electr 
3619 | Electr 
3621 | Electr: 
3631 | Insula 
3641 | Engin 
3651 | Electr 
3061 | Radio 
3662 Electr 
3663 | Phonc 
3064 Te lep! 
3069 4Comn 
ae01 | Storag 
39692 | Prime 
geg3 | X-ray 
3ege | Elects 





Mote 
Aircr 
Airct 
Airct 
Airet 
Ship 

Boat 

Laces 
Rails 
Motu 


Prar 
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Production 
by concerns 





sIc . Employ- meeting 
Code Title of industry ment size standard 
No Standard ! | (percent of 
ry industry 
total 
MACHINERY (Except ELEctRICAL)—Continued 
Metalworking machinery, n. e. c 
1 Cutting tools, jigs, fixtures, ete 
Food-products machinery 
8 Textile machinery 


Woodworking machinery 
Paper-industries machinery 
Printing-trades machinery 








































Special-industry machinery, n. e. ¢ . 

Pumps and compressors 34 

Elevators and escalators 33 

Conveyors 33 

: Blowers and fans 200 33 

3565 | Industrial trucks and tractors 400 ; 

Bee Power-transmission equipment 4K 2 
3567 | Industrial] furnaces and ovens LA 50) 
3568 | Mechanical stokers 00 zr) 

x 5 General industria] machinery, n. e. « 20K ‘ 
, Computing and related machines 1. 5K 25 

8572 l'ypewriters 2 (nM g 

t Scales and balances . 25 

and store machines, n. e. « x ‘ 

nestic laundry equipment ux 9 

i dry-clean 1achine ux 

: SON. eae 1, Oy : 
t5S4 uun ners 1. Om 19 

RASS Refrigerat i machinery ux 2 
4 358¢ Measuring i dispensing pumps x) 39 
- 3589 | Service and household machines, n. e. ¢ 9 
i $501 | Valves and ings, except plur rT Mi ; 
' 359 and fittings x 35 

359 igs ux j 
3599 : Lu 10} LO 52 


ELECTRICAL MACHINERY 


62-64 of SIC Manual 





i 
| 
see pp 
$ 3611 | Wiring devices supplies mx 


3612 | Carbon and graphite products 1 On 
3613 | Electrical measuring instruments 
3614 | Motors and generators 

2 3¢ 


























contr 7 
is. D ‘ 75 4 
liances 7% a) 
Insulated wire and cabk 5x 34 
1 | Engine electrical equipment 7 
3651 | Electric lamps 00 
3661 Radios and related products 1 Oo 2 
3662 Electronic tubes Ti 
3663 Phonograph records . 1, Om 24 
Stites lephone ar ? t j 2 
SHY nic e “x y 
3¢ s ve Z 
2 es ry ar 2 
TRANSPORTATION EQUIPMENT 
i See pp. 65-67 of SIC Manu 
j 7 Truck Dus bodies ; 4 
| - ’ ° 
i I ailer 22 
i 7 4 bile trailer $ 
j 717 | $a r 2 
i 7 Aircralt 2, 0 
| 2 Aircraft propeller i 
| Aircraft equij WY 
73 I c } Za . vu > 
7 , > > ; 
| zal afin r oo 
-4 7” 
| ~ . J ‘ 
. : 
~ . < 45 
i 
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em Production 
by concerns 


< ” 

ie we x mpioy- meeting 
ment size standard 
standard ! percent of 










































industry 
total) 


s) ~ 
= _ s 300 33 
a4 S oo 500 30 
84 S 7. ie ui instrur ts 175 33 
243 apy i und supr . 100 | 35 
> ind supplies 250 32 
86 I vr eq aan a | $2 
s W j 33 
g> Watet — 1, 000 8 
2 Vatcheas . 1,000 | De 
1D 33 





¥ 













¥y is indicated for 
s been established 





oncerns making 





















ss being used 


uring concern will 









not elsewhere 


r-to-mix desserts 
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Business Information Service, U. 8. Department of ( nmercee, Charles Sawyer, Secretary; Washington 25, 
D. C., November 1951] 
S1zE CLASSIFICATION OF MANUFACTURERS 
, 


An Answer to the Question ‘What is a Small Business in Manufacturing?’ 


the feeling } 





as become widespread that small business as 





During recent 


such has its particular problems. This growing interest has found expression in 
egislative discussions and actions and in special programs for small business in this 
and other Government agencies. However, in everv discussion of small-business 


problems and the administration of every program the same question always 


appears, “‘What is a small business 
In 1941, the Department of Commerce su 





tasmall manufacturer was 












one with 100 or fewer employees his sts as included as an alternative in 
the President’s memorandum of December 12, 1947 More recently, there has 
been a tendency to say that any manufacturer having 500 or less employees is 
S Almost everyone admits that any singl I size i error 
i ative term What is large in one industry iv be ¢ paratively 
Following the Communist attack in Korea, the place and portance of sma 
business in the national production picture received further emphas Questions 
f asked such as ‘‘How can small business be properly r vr] j G ‘ernment 
rograms””’ and as alwayvs—‘‘ What is a small business?’’ 
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In my opinion, the new standards for classifying manufacturers as to size are Classif 
a forward and constructive step toward clarifying our thinking on small business. — 
The standards are consistent with the President’s 1947 memorandum and I . ee 
recommend their adoption wherever appropriate. While we do not claim this 
result is theoretically perfect, we believe it represents the best definition of small 
business which can be produced at this time and for some time to come. 





CHARLES SAWYER, — 
Secretary of Commerce. cation 
ade 
The following table gives the number of employees for determining which on 
manufacturers are small in each of the 452 industry classes contained in the 
Standard Industry Classification used by the Bureau of the Census. 
The major industry groups have been arranged alphabeticaliy and within each —— 


group the separate indu.tries have been listed alphahetically. 


Classification of small manufacturers in 1952 industries 












ELECT! 
3691 | Batteri 
3612 | Carbor 
3669 | Convm 

j e.¢ 





Small Small 3616 | Electii 
manu- manu- 3619 | Electr. 
fac- fac- ; te tri 
ba turers i | turers 3699 | Electr 
Census have C a | have 3617 | Electri 
classifi- Industry indi- || Classifi- Industry indi- 3641 | Engin 
——. cated cation cated 3613 | Instru 
code number || de number ing 
of em- of em- 3651 | Lamp: 
ployees ployees 3614 | Motor 
or less o1 less 3663 | Phone 
‘RRS eee ee e cased iia Sea 3661 | Radio 
a eS alii 7 er: 3664 | Telep! 
APPAREL AND RELATED CHEMICALS AND ALLIED men 
PRODUCTS PRODUCTS 3615 | Trans 
i 3662 | Tubes 
2389 | Apparel, n. e. c es 100 2887 | Acids, fatty... __ eee es 150 3631 | Wire: 
2393 | Bags, textile 150 2812 | Alkalies and chlorines....____._. 1, 000 3611 | Wirin 
2387 | Belts 5 ine 100 2a89 | Animal oils, n. e. c___ 100 3693 | X-ray 
2331 | Blouses and waists... Sauk 100 2831 | Biological products___. aa 100 
2304 | Canvas products 100 2832 | Botanical products. is 100 FABI 
2386 | Clothing, sheep-lined and leather 100 22395 | Carbon black__- ‘at tievieis 100 | 
2329 | Clothing, men’s and boys’, n. e.c 150 2899 | Chemical products, n. e. c_____. 100 3491 | Barre 
2363 | Coats, children’s . 100 2842 | Cleaning and polishing prepara- 3443 | Boile 
2342 | Corsets and allied garments. - -. 150 tions. ___.. a a 100 3494 | Bolts 
2391 | Curtains and draperies 100 oR. Color pigments, inorganic. .. 250 3421 | Cutle 
2361 | Dresses, children’s 100 QR Cyclic (coal tar) crudes_______- 100 3442 | Door 
2334 | Dresses, dozen price ._. 100 2836 | Explosives.. ............... : 200 3465 | Enar 
2333 | Dresses, unit price_- 100 2871 | Fertilizers pied 150 3467 | Engr 
2398 | Embroideries, except Schiffii- 2872 | Fertilizers (' aixing only).....__- 100 3424 | Files 
machine 100 2825 | Fibers, syn hetic 2, 500 3471 | Fixt 
2397 | Embroideries, Schiffli-machine. - 100 2896 | Gases, corspressed and liquefied _ 100 3431 | Fixt 
2371 | Fur goods_- 100 2804 | Glue an’: gelatin__ ati inknse 200 } ph 
2385 | Garments, outer, waterproof__. 100 296 | Grease id tallow_____ 100 3497 | Foil, 
2381 Gloves, dress, fabric and com- 2863 | Gum n>val stores (steam dis- 3466 | Galv 
bination 100 tilled) bd 100 3429 | Hark 
2382 | Gloves, work, fabric and com- 2861 | Hardwod distillation. ___. sien 200 3439 | Heat 
bination 100 2891 | Ink, pris ting.__.._._.......__.. 100 n. 
2388 | Handkerchiefs J 100 2819 | Inorgani chemicals, n. e. c___- 250 3499 | Met 
2326 | Hat and cap materials 100 2897 | Insecticia ‘s and fungicides ? 100 n 
2325 | Hats and caps, cloth, men’s and 2833 | Medicina) ~hemicals_.____- 1,000 3481 | Nail 
boys’ 100 2881 | Oil mills, co.*onseed___.____- 100 3432 | Oil! 
2392 | Housefurnishings, n. e. c__.. 100 2882 | Oil mills, linseew Socials ; 100 3468 | Plat 
2351 | Millinery. 100 2883 | Oil mills, soybean. _. ; 100 3492 | Safe 
2323 | Neckwear, men’s and boys’ 100 2884 | Oil mills, vegetable, n. e. « . 100 3425 | Saw 
2338 | Neckwear and scarfs, women’s 100 2843 | Oils and assistants, sulfona\ed_ 100 3495 | Scere 
2369 | Outerwear, children’s n. e. c 100 2892 | Oils, essential sdamie? coe 100 3444 | She 
2339 | Outerwear, Women’s, n. e. c_. 100 2885 Oils, marine animal ‘é 100 3463 | Stal 
2384 | Robes and dressing gowns 100 2829 | Organ.‘ chemicals, n. e. e_ _. 1,000 3493 | Stee 
2321 | Shirts, dress, and nightwear, 2851 | Paints and varnishes __ 4 ‘ 100 3441 | Stri 
men’s ; 150 2834 | Pharmaceutical preparations.__. 300 ; wi 
2328 +«©6Shirts, work 200 2823 | Plastics materials__............ 500 3411 | Tin 
2336 Skirts, women’s : 100 2824 | Rubber, synthetic___.__. tie 400 3422 | To 
2312 | Suit and coat findings_. 100 2808 | Salt_. i cemasthihensitieaines 200 3423 | Tox 
2311 | Suits and coats, men’s and boys’. 150 2841 | Soap and glycerin___......._.... 500 3496 | Tu 
2335 | Suits and coats, women’s 100 2862 | Softwood distillation .___. | 400 3461 | Vit 
2383 | Suspenders and garters 100 2865 | Tanning and dyeing materials, 3489 | Wi 
2399 | Textile products, fabricated, 0055 enatecentinenh alt 100 | 
n.e@.c 100 2893 | Toilet preparations-_........- 250 | FO 
2396 | Trimmings and art goods 100 2853 | Whiting and fillers__.__._____- 100 | 
2327 | Trousers, separate 100 2042 | An 
2395 | Tucking, pleating, and hem- ELECTRICAL MACHINERY 2052 | Bi: 
st ng 100 2051 | Br 
2322 | Underwear, men’s and boys’ 150 3621 | Appliances, electrical wad on 500 he 
2341 Underwear, women’s and chil 3602 , Batteries, primary (dry and 2021 | Bu 
dren’s ~ 100 wet y er a rd) 2033 Cs 


e 
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Classification of small manufacturers in 1952 industries—Continued 


Small 
manu- 

fac 
Census — 
classifi . ave 
cation Industry indi- 
code cated 


number 
of em- 
ployees 
or jess 


ELECTBICAL MACHINRBY—Con. 


3691 Batteries, storage 200 
4612 | Carbon and graphite products 750 
3669 | Convmunication equipment, n. 
e. ¢ 400 
3616 | Electvical contro] apparatus 750 
3619 | Electrical indi ial apparatus, 
n. @. ¢ 150 
3699 | Electrical products, n. e. c 250 
3617 | Electrica! welding apparatus 150 
k 
Ir 
' 
| 
| 








Lamps, electric 


3641 ngine electrical equipment 
3613 istruments. electrical measur- 
ng 75 

l ul < 
3614 | Motors and generators 1, 500 
3663 Phonog I 
3661 Radios and relatec 
3664 Telephone and tele 


ment 2 500 








products 750 


2615 | Transformers 1000 
3662 | Tubes, electronic ms 
3631 | Wire and cable, insulated : 
36 Wiring devices and supplies 10) 
3693 | X-ray and therapeutic apparatus 50) 


FARRICATED METAL PRODUCTS 














3491 sarrels, drums, and pails, metal 200 
$443 | Boilershop products 200 
| 3494 | Bolts, nuts, washers, and rivets 300 
I 3421 Cutlery 300 
| Doors, sash, and trim, metal 200 
Enameling and lacquering.-- 100 
Engraving on metal 106 
Files 1, 000 
Fixtures, lighting 100 
Fixtures and fittings, metal 
plum g 300 
4497 | Foil, metal _- 200 
+66 | Galvanizing 100 
4429 | Hardware, n. e. « 300 
34 Heating and cooking apparatus, 
n.e.¢ 30K 
3499 | Metal products, fabricated, 
n. @. ¢ 100 
Nails and spikes__. 100 
Oil burners 100 
Plating and polishing 100 
Safes and vaults 750 
Saws, hand, and saw blades-_. 250 
Screw-machine products 100 
Sheetmetal work 100 
Stampings, metal ___- . 200 
Steel springs 200 
Structural and ornamental prod- 
ucts __. 100 
i 3411 | Tin cans and other tinware.. 400 
i 3422 | Tools, edge 100 
3423 | Tools, hand, n. e. c_. jan 200 
3496 | Tubes, collapsible - -- : 300 
3461 | Vitreous-enameled products. -. 300 
3489 | Wirework, n. e. c-_- ’ 200 
FOODS AND KINDRED PRODUCTS 
Animal feeds, prepared. _- 100 
Biscuit, crackers, and pretzels 400 
Bread and other bakery prod- 
eae wastes 100 
Butter, creamery ---- 100 





Canning and preserving, except 
fist 150 
fish.... . : 15 


Census 
classif 
cation 


code 


FOODS ANI 


Cereal pr 
Cheese, 1 
Chewing 
Chocolate 
Confect 
Cc 








Vinegar 
2084 | Wines an 


FURNIT 


Furniture 
Housefurt 
upholste 
Housefurr 
upholste 





2512 | Househol 
stered 


Office furt 


Office furt 


Public bu 
2513 | Reed and 











Partitions 
Professional furniture 200 


Small 
manu- 
fac- 
turers 
have 
Industry indi- 
cated 
number 
ole me 
ployees 


KINDRED PRODUCTS 
Continued 


100 


gully SOO 


ind cocoa products 750 
200 
100 
I 100 
i 100 
100 
100 
100 
1 prepared 100 
é 00 
100 


100 
ured 100 


d ice 100 





pt brandy 500 
, 100 

i spaghetti... 00 
100 

g, wholesale 400 


iat cemimmnerell 
Meats, prepared 100 


Milk, concentrated 100 


ar ine “) 
00 


shing 100 

10 
g s 200 
100 
200 
OO 
000 
Tr 100 


1 brandy... 100 


RE AND FIXTURES 


and fixtures, n. e. ¢ 100 
liture, netal, ¢ 
red w 
liture, wood, except 

red 1) 





2519 | Household furniture, n. e. « 100 
: 


; fhy 


niture, 1 





100 


Mattresses and bedsprings 00 


} 


ture, metal sn 
iture. wood... 1s” 
und fixtures oO 


ilding furniture 200 
rattan furniture 100 
: 


2591 testaurant furniture 100 
2561 | Screens, window and door 100 


562 | Shades, w 


indow 250 


2563 | Venetian blinds. . 100 


INSTRUMENTS AND RELATED 


PRODUCTS 


3842 | Appliances and supplies, surgical 200 


3843 | Dental eq 


uipment and supplies 150 


3831 | Instruments and lenses, optical 200 
3821 | Instruments, mechanical meas- 


uring 


OO 


3811 ' Instruments, scientific 300 
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Classification of small manufacturers in 1952 industries—Continued Classif 

















= banseininasiasaa a = saiicaaaiaiatiad ; 
| 
Small Small 
manu- manu- 
| _ fac- fac- 
Census turers turers Census | 
classifi- Rave have classifi- 
a Industry indi- aioe Industry | indi- cation 
eation cation } 
code cated code | ented code | 
number number 
of em- | | of em- | 
ployees |ployees 
or less or less 
Se eee ee a a = = , er ee =F — “Sosa. Y 
INSTRUMENTS AND RELATED MACHINERY (EXCEPT ELECTRI- | | PAPER, 
PRODUCTS—continued CAL)—continued ao 
| 2661 | Bags, p 
3841 | Instruments, surgical and med- Power-transmission equipment : 300 2671 | Boxes, | 
cal 100 Printing-trades machinery_...__| 300 2651 | Enveloy 
3851 | Ophthalmi is 25 3561 | Pumps and compressors | 300 2674 Fiber Cc 
3861 | Ph juipment 1, 000 3586 | Pumps, measuring ana dispens- | 2691 | Paper 3 
3872 | V 150 ing os | 1,000 2612 | Paper ¢ 
3871 | V clocks 500 3585 | Refrigeration machinery 1, 000 2641 | Paper ¢ 
3576 | Scales and balances : 200 2699 | Paper 
EATHER AND LEATHER PRODUCTS 3589 | Service and household machines, | os ae 
n.e.¢c a 150 2604 | Pulp g 
3121 100 Sewing machines 1, 000 2611 | Pulp nm 
31 100 Special industry machinery, 2693 | Wallpa 
314 300 n.e.c 100 | 
3 100 Stokers, mechanical. ot 250 | PETROL 
100 Textile machinery | 250 : i 
3 100 Tools, cutting, jigs, fixtures, etc__| 100 2931 | Coke o 
3 100 Tools, machine a8 aol ane 400 2932 | Coke o 
3172 100 Tractors a 2. 50 2991 Fuels, 
3111 g 150 Trucks and tractors, industrial 250 2992 | Lubric 
3161 100 Typewriters__..__._._- cl 2, 500 2951 | Paving 
3192 ips 10% Vacuum cleaners... -.-. 1, 500 2999 | poor 
3142 ) Valves anc ings sxceD . ¢ 
2 1 aeons fittings, eaeens i anit | Petrok 
LUMBER AND PI S, EXCEPT 3553 | Woodworking machinery i 100 2952 | Roofin 
FURNITURE 
MISCELLANEOUS MANUFACTURES PRIM 
2441 Baskets, fruit a vegetable 100 } . 
2443 | Boxes, cigar 100 3954 | Artists’ materials 100 3334 | Alumi 
2444 | Boxes, wood except cigar 3991 | Beauty and barber shop equip- Alumi 
s 100 I t 150 3311 | Blast ! 
2445 rage 106 3981 | Brooms and brushes 100 3331 | Coppe 
ra tock 1 306: Buttons 100 3351 Coppe 
242 r 3 10 84 | Candles 150 3313 | Flectr 
249 i al cture 100 #55 | Carbon paper and inked ribbons 100 3321 | Found 
2492 and related vd 10¢ 82 | Cork products___-- 200 3322 | Founc 
2431 rk $ 10 3942 | Dolls_ 7 100 3361 | Founc 
2432 1 plants 250 85 | Fireworks and pyrotechnics 100 3323 | Founc 
2442 and Ww ra 101 3942 | Flowers, artificial : 100 Iron a 
242 S 3992 | Furs, dressed and dyed 1K Lead, 
l 10 394 Games and toys, n. e. ¢ 100 Metal 
2422 n 106 3904 | Hair work____ 100 Nonfe 
24 preserving 10 3939 | Instruments, musical, n. e. 100 3339 | Nonfe 
2499 | V jucts, n. « 104 3012 | Jewelers’ findings 100 B. 4 
24 Wood products, prefabr 1 10 3986 | Jewelry and trument cases 150 3341 | Nonfi 
, . 045 1 Jewelry, costum : 1) 3393 | Pipe, 
MACHINERY (EXCEPT ELECTRICAI Jewelry (precious metal 100 3312 Sieel | 
. work 5 100 3392 W ire 
359 earings, ball and roller 1, 50 i pencils and crayons__---- 250 3333 | Zine, 
3 tt 3lowers and fa 20) hes EE 400 
3571 | Comput rela max S 2, & llaneous products, n. e. c 100 PRI 
3531 | Construct and g 4 399 ls and patterns (except 
OK ”) 
aR fas : ? 2GRK goods _ - 100 2782 — 
3 c tors ar scalators x 304 and fastene 0 ruit 
19 FE , internal-combusti 1 5932 wee 1 2781 | Book’ 
11 | Ex es and turbines, stear 2, 5K 3951 Pens and mechanical pencils 2789 | Book’ 
ee | ae) Set | eee eee arse | Book 
3551 | Food-products machinery 150 3996 | Pipes, tobacco nae eal 2731 | Rook 
3567 | Furnaces ar vens, industrial 150 3971 | Plastics products, n. e. ¢......-- 704 | Elect 
3569 | General industrial machinery, SOG | BOGee, WN 05.2) -sentee-- sts | E my 
n. €. ( 20K 3993 | Signs and advertising displays___} 100 Sand Lithe 
3582 | Laundry and dry-cleaning ma- 3914 | Silverware and plated ware 300 are Loos 
chinery 250 3989 all arms__.._. S Saniatdae 750 Sada. | Wess 
3581 | Laundry equipment, domestic 1,000 3990 | Small arms ammunition. 2, 500 ovtt as 
3599 | Machine shops 10K 3997 | Soda-fountain and bar equip- 9703 ' Phot 
35 Machinery and tools, oil-field 250 DOOR tilt actin de itinattiel, 100 ones P on 
Metalworking machinery, n. e. ¢ 40K 3949 | Sporting and athletic goods_...__| 150 oral Publ 
Office and store machines, n. e. ¢ 300 3953 | Stamps, hand and stencils_. 100 po 1 Type 
Paper-industries machinery 250 3995 | Umbrellas, parasols, and canes 100 orn S91 
Pipe and fittings, fabricated 100 3943 | Vehicles, children’s.............. 200 
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Small Small 
manu- manu- 
fac- fac- 
. . turers . tunes 
Census co Census = ers 
classifi- Ind eve classifi- lave 
ndust ~ ~ ndustr ind 
cation PTY indi cation Industry =o 
code cated eode cated 
number number 
of em- of em- 
ployees ployees 
or less or less 
PAPER, AND ALLIED PRODUCTS RUBBER PRODUCTS 
2661 Bags, paper 200) V2 } ir. rubber 2. 500 
2671 Boxes, paperboard 150 3099 | Rubber industries, n. e. « 400 
2651 Envelopes Li 303 Rubt recla 1 250 
2674 | Fiber cans, tubes, drums, et 150 3011 Tires and inner tube 2, 500 
2691 Paper and board cut 160 
261 } 250 STONE, CLAY AN ASS 
24 Pa 200 PI ( 
609 P in 
aM on 
2 Ided 300 400 
2611 4( 100 
2693 15 " 
; "ny 
PETROLEUM AN AL PI Ts 1 ”) 
150 
2031 | Coke o beel 100 1 
2932 ( ke bvt l 400 - 
| pr lets 1 pa 1 1 ( ict ”) 
2 ubricants, n. e. « 100 llat () 
2951 ’ g mixture it 1K 
2909 etroleum and al products, n pu \ x 
ea. 10 ind | 
2011 Petroleum refining 500 n. @. ¢ 500 
2952 | Roofing felts and coating 200 3204 | Graphite, ground or blended 100 
3272 | Gypsum produ 2 
PRIMARY METAL IN TRIES 3274 | I 100 
334 1,000 || 3295 | Minerals, gr 0 
3352 1 drawing 1, 500 3299 | Miner prodt ¢ 
3311 5OO n. e. ¢ 300 
3331 4) Pipe wer 150 
3351 1. 00 396] Plumt g fixtu 100 
23 } ’ t 7) 2964 Porcelain ¢ tr 1~ 
21 Fo x0) 3269 I ery produ I 100 
Fx 100 32907 Refractorie 250 
34 Foundries, 1 1s 100 3906 Sand-lir I l 
% Fou st 400 998 | Statuary at +1 
4 Ir ngs 250 25 Tile, fi A 0 
3332 Le ir 40) on U te ‘ he , 
33909 | Me r ( > Utensils, vitr I 1 
2350 | Nonferr et ] 
) N ferrous metals pr TEXTILE M 8 
IT i 
N lt y 7 
12 Pir . } t 41) { p 
2 Sieel Work I ro 2. OO 
yi v , 750 2gR | ( 2 
Ir 7 Fat r 
Fal 
A» SH } bber ' 
INDUS I z 
»” } abr + ~r 
2782 R kb k mak } Y ”) 2934 Fabr r € i ( 
278 } kt ng i130 Fabric ‘ : 4 4 
2789 | Bookt g work lane 10 Felt good 200 
us Floor « ul 7 
Book printing 100 Glove. knit 250 
Books, publ ting 200 Hat ha ) ‘ 20 
Cards. greeting oy; Hats and hat . t 
Electrotyping ping 100 Hats, straw 100 
Engr ng and ing 100 Hatte f 100 
Lithographing 100 Hosiery fast ed 200 
Loose-leaf binders and devices 150 Hosiery, seamless, 1 $ 20K 
ewspaners Ww) Tute (except felt l ] 360 
wspal 2 1 I 
Periodicals 20) Knitting mills, n. « 100 
Photoengraving 100 Lace goods 204 
Printir commercial 100 Outerwear, knit, mills 100 
Publishing, miscellaneous 1” Paddings and upho! tery filling 150 
2791 I'vpesetting 100 Scouring and combing plants 250 
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se a 
TEXTILE MILL PRODUCTS—Con. TRANSPORTATION EQUIPMENT the use of 


Textile goods, n. e. c ) 3721 Aircraft. 

Textile shing, except wool 250) 3722 | Aircraft engines 

Textile finishing, wool Aircraft equipment, n. e. c.. 

Textile waste, processed Aircraft propellers. 

Thread mills Boat building and re pairing - 
Underwe Locomotives and parts.......-- 
‘arn 1 Motorcycles and bicycles__-...-- 

n Motor vehicles and parts__- 

Railroad and street cars 

Ship building and repairing. 

Transportation equipment, 

TOBACCO MANUFACTURES n.e.c 

1 Truck and bus bodies_........- 

Cigarettes a ] 71 Trailers, automobile 

Cigars 715 Ba EEE 
Tobacco ‘ . : ng nn) 

Tobacco, : 














APPAREL AD 
Worxine Towarp A More Reauistic DEFINITION OF SMALL BUSINESS wi ds 
—— . MISCELLAN 
[Ch. II of 4th Quarterly Report, Small Defense Plants Administration, October 15, 
1952] PRINTING A 
During the past quarter SDPA has continued to work toward a definition of FURNITURE 
small business, in accordance with the responsibility placed upon it by the Con- oe 
gress.! Our experience in administering the SDPA program confirms the need 
for detailed definitions, in order to provide the necessary flexibility in determining FOOD AND | 
what is a small business in various types of industry. The use of a single and 
arbitrary definition of small business, such as the employment of 500 workers or — 
fewer, is clearly unsatisfactory. The recent Department of Commerce industry-by- srewa, CU 


industry poems were useful as an immediate alternative to the 500-employee 
concept, but are of very es value for SDPA2? MACHINER 
In recent months the Bureau of the Census has made available to SDPA informa- 


tion, by size of conden (rather than by size of plant), showing a distribution of ee 
employment and value added by manufacture * in some 450 manufacturing in- CHEMICAL 
dustries. This information will be of great assistance to this agency in establishing 

standards for identifying small manufacturers eligible for SDPA assistance. varen & 
Unfortunately, comparable size distribution data for the nonmanufacturing mania 


segment of the economy are not available.) 
The accompanying table and chart I indicate the wide differences among PETROLE 
groups of manufacturing industries in the importance of companies of a given 
employment size. In the apparel industries, for example, firms with fewer than 
100 employees are of great importance, accounting for more than half of 1947 out- 
put. In contrast, transportation equipment firms with fewer than 100 emplovees 
account for less than 5 percent of total output; and nearly four-fifths of trans- 
portation equipment manufacturing is done by companies with 2,500 employees 
or more. This indicates the impracticality of defining small business by the 
use of any single numerical standard applicable to all manufacturing industries. 


ELECTRK 


' Sec. 714 (a) (1) of the Defense Production Act of 1950, as amended (Public Law 774), states: “A small 
usiness concern shal] be deemed to be one which is independently owned and operated and which is not 
jominant in its field of operation. The Administration, in making a detailed definition, may use these 
criteria, among others; independency of ownership and operation, number of employees, doliar volume of 
busine ss, and nondominanee in its field.’ 
? The Commerce study was based on an analysis of plant size rather than company size, emphasizing 

industry technology rather than independence of ownership 

* Value added by manufacture equals value of shipments less cost of materials, supplies and containers, 
fuel and purchased electric energy, and contract work. 


’ 
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The problem of definition is further illustrated by chart II which shows the per- 
centage of manufacturing done in each major industry by firms with fewer than 
500 employees. In the apparel industries, firms with fewer than 500 employees 
account for 81 percent of total output. If we accepted 500 employees as a defini- 
tion of small business, we would have little assurance that SDPA help would be 
going to the really small firms which are the backbone of the industry. 

Moreover, the major industry groups are not made up of homogeneous com- 
petitive firms. In the apparel group, there are 43 individual industries, such as 
men’s shirts, millinery, and fur goods, each of which is composed of more or less 
similar and competitive units. For 19 of the industries in the apparel groups, 
firms with fewer than 500 employees account for more than 90 percent of total 
output, and for 9 of these industries, firms of th’; size account for all of the output 
Obviously, for these industries, and for many similar manufacturing indrstries, 
the use of a 500-employee definition of small business is quite meaningless. 





PERCENT OF MANUFACTURING DONE BY SIZE OF COMPANY 
BY MAJOR INDUSTRY GROUPS, 1947 


Percent of Manufacturing Done 


APPAREL AND RELATED PRODUCTS 


LUMBER AND PRODUCTS (EXCEPT FURNITURE) 


MISCELLANEOUS MANUFACTURES 


PRINTING AND PUBLISHING INDUSTRIES 


FURNITURE AND FIXTURES 


LEATHER AND LEATHER PRODUCTS 


FOOD AND KINDRED PRODUCTS 


FABRICATED METAL PRODUCTS 


STOWE, CLAY AND GLASS PRODUCTS 





MACHINERY (EXCEPT ELECTRICAL) 


INSTRUMENTS AND RELATED PRODUCTS 


CHEMICALS AND ALLIED PRODUCTS 


PAPER AND ALLIED PRODUCTS 


TEXTILE MILL PRODUCTS 


diy OMY $33A0 14d~3 00ST 


PETROLEUM AND COAL PRODUCTS 
ELECTRICAL MACHINERY 


PRIMARY METAL INDUSTRIES 





RUBBER PRODUCTS RELEEESSSL aaa 


TOBACCO MANUFACTURES af ameaciacaten sa snanenselbninhonatassberenatanatensonadsaensntaihemaaennsaten 


TRANSPORTATION EQUIPMENT 


SOURCE: BASED ON SPECIAL TABULATIONS FROM SMALL DEFENSE PLANTS ADMINISTRATION 
THE 1947 CENSUS OF MANUFACTURES. 
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PERCENT OF MANUFACTURING DONE BY COMPANIES WITH LESS THAN 
500 EMPLOYEES BY MAJOR INDUSTRY GROUPS 


— 


Chert 1! 
; 


SIZE 


Percent Of Manufacturing Done 
2 “ oo 
APPAREL AND RELATED PRODUCTS 


LUMBER AND PRODUCTS 
EXCEPT FURNITURE 


FURNITURE AND FIXTURES 


MISCELLANEOUS MANUFACTURES 








APPAREL a? 
PRINTING AND PURLISHING INDUSTRIES LUMBER ANI 
(EXCeP 
LEATHER AND LEATHER PRODUCTS 
PRINTING Al 
FABRICATED METAL PRODUCTS 
MISCELL ANI 
FOOD AND KINDRED PRODUCTS 
' FURNITURE 
STONE, CLAY AND GLASS PRODUCTS 
} } LEATHER A 
MACHINERY (EXCEPT ELECTRICAL | 
| FABRICATE 
TEXTILE MILL PRODUCTS ESS 
FOOD AND- 
PAPER AND ALLIED PRODUCTS SSE | i | } 
STONE, CL 
NSTRUMENTS AND RELATED PRODUCTS # SSS | | 
' 
CHEMICALS AND ALLIED PRODUCTS tease | — 
err errrrr i TEXTAE 5 
PETROLEUM AND COAL PRODUCTS STS | j 
} | | x 
PRIMARY METAL INDUSTRIES reese | i ae 
ELECTRICAL MACHINERY — 
| 
RUBBER PRODUCTS TEES i CHEMICAL 
| | 
TOBACCO MANUFACTURES : i | evectaxt 
TRANSPORTATION EQUIPMENT PRIMARY 
PETROLE 
| RUBBER | 
SOURCE: BASED ON SPECIAL TABULATIONS FROM SMALL DEFENSE PLANTS ADMINISTRATION TOBACCC 
THE 1947 CENSUS OF MANUFACTURES. | 
} TRANSPC 
In contrast, there is the transportation equipment industry in which a few souRCE 
giant corporations are dominant. In this case the small businesses are very 


ten firms with 1,000 or 2,000 employees. The use of a 500-employee definition 


of small business in these industries is so restrictive as to exclude firms which 
account for a very small proportion of their industry’s output and which, in 
many cases, would not be qualified, without assistance, to meet performance 
requirements on defense contracts. 
Instead of an arbitrary standard, SDPA has been investigating use of a defini- 
tion of small business that would recognize, in addition to independence of owner- 
ship and nondominance, differences in size among industries which arise from 
hnological differences in producing and marketing their products. Small 
uusiness in a given industry would include the smallest firms which together 
account for one-third (or possibly one-half) of total output for the industry. 
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wever, for practical purposes we would consider as small business all inde- 
‘ent firms employing fewer than 100 persons. Chart III indicates how this 
ld work out on an industry group basis, though the present expectation is 
lefinitions will be developed for each of the 450 industries within these groups, 


Chert tt 


Be Sat ye 


SIZE OF COMPANIES WHICH DO ONE-THIRD OF THE MANUFACTURING 
BY MAJOR INDUSTRY GROUPS 


APPAREL AND RELATED PRODUCTS 


LUMBER AND PRODUCTS 
EXCEPT FURNITURE 


PRINTING AND PUBLISHING INDUSTRIES 


MISCELL ANEOUS MANUFACTURES 


FURNITURE AND FIXTURES 


LEATHER AND LEATHER PRODUCTS 


FABRICATED METAL PRODUCTS 


FOOD AND KINDRED PRODUCTS 


STONE, CLAY AND GLASS PRODUCTS 


MACHINERY (EXCEPT ELECTRICAL 


TEXTILE MILL PRODUCTS 


PAPER AND ALLIED PRODUCTS 


INSTRUMENTS AND RELATED PRODUCTS 


CHEMICALS AND ALLIED PRODUCTS 


ELECTRICAL MACHINERY 


PRIMARY METAL INDUSTRIES 


PETROLEUM AND COAL PRODUCTS 


RUBBER PRODUCTS 


TOBACCO MANUFACTURES 


TRANSPORTATION EQUIPMENT 


Companies having indicated number of employees 
do one-third of the manufacturing 


c 2000 4000 6000 8000 10,000 


! = EMPLOYEES OR LESS 

i @ EMPLOYEES OR LESS 
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= 500 EMPLOYEES OR LESS 
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9000 EMPLOYEES OR LESS | 
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= 600 EMPLOYEES OR LESS 








SOURCE. BASED ON SPECIAL TABULATIONS FROm 
THE 1947 CENSUS OF MANUFACTURES. 


SMALL DEFENSE PLANTS ADMINISTRATION 
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Manufacturing done! by size of company, by major industry groups, 1947 





Cumulated percents of manufacturing done by companies 








| 
| 
sIC employing— 
Code Title of industry eras ae Teh ema 
oad | 0 100-249 | 250-499 | 500-900 | 1000-2490 
| employees | employees | employees | employees | employees 
| 
23 | Apparel and related products. | “4 71 81 87 | “A 
24 | Lumber and products (except fur- | | | 
niture aol 44 | 64 75 84 9 
25 | Furniture and fixtures wane 34 | 56 | 69 | 79 | 87 
39 | Miscellaneous manufactures... __ 36 51 | 61 70 85 
27 | Printing and publishing --- =< 36 | 49 | 59 | 69 81 
31 | Leathér and leather products___. 25 | 43 59 | 70 | 79 
34 | Fabricated metal products___._____| 24 | 39 | 50 | 61 | 72 
26 | Paper and allied products... ____| 12 23 32 44 | 64 
20 | Food and kindred products___.__. 25 37 | 46 | 54 | 63 
22 | Textile mill products_ a 11 | 21 32 41 68 
35 | Machinery (except electrical) __ 16 | 27 37 49 62 
32 | Stone, clay and glass products__.__| 20 | 30 41 5 | 60 
38 | Instruments and related products__| 15 | 24 32 | 38 | 54 
28 | Chemicals and allied products_.___| 14 21 | 7 | 34 45 
36 | Electrical machinery _-- anal 7} 11 | 18 | 25 | 39 
33 | Primary metal industries.._._____ 6 | 12 | 18 | 24 | 34 
29 | Petroleum and coal products_______| * 13 19 | 23 30 
30 | Rubber products : 4 | 10 14 | 20 | 28 
37 | Transportation equipment i - s 10 14 | 21 
21 Tobacco manufactures 4 


7} i | 17 | 21 


i Cumulated percents of manuiacturing done by size of company are based on value added by manufac- 
ture. Value added equals value of shipments less cost of materials, supplies, and containers, fuel, purchased 
electric energy, and contract work. 


Source: Based on special tabulations from the 1947 census of manufactures 
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MONDAY, MARCH 30, 1953 


Untrep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to call, in room 301, Senate Office 
Building, at 10 a. m., Senator Homer E. Capehart, chairman, 
presiding. 

Present: Senators Capehart, Bricker, Bennett, Bush, Payne, 
Fulbright, Robertson, and Frear. 

The CHarrMan. The committee will come to order, please. 

The first witness this morning was to have been Mr. George M. 
Humphrey, Secretary of the Treasury, but I understand he is ill. 

Mr. Tuttle, are you going to represent the Secretary? 

Mr. Turrue. Yes, sir; Mr. Chairman. He called me this morning 
and said he was going to try to get down but could hardly speak over 
the tele ‘phone. He asked me to apologize for not letting you know 
earlier, but he did dictate a short statement for me to present to the 
committee with respect to consumer credit controls. 

The Cuarrman. If there is no objection, you may proceed in your 
own way, and when you finish, perhaps, we will have some questions. 


STATEMENT OF ELBERT P. TUTTLE, GENERAL COUNSEL, TREAS- 
URY DEPARTMENT, ON BEHALF OF SECRETARY GEORGE M. 
HUMPHREY 


Mr. Turr ir. While there has been a substantial expansion of 
consumer credit, it may be that this will soon be checked by normal 
business practices. It will not require many collection losses or 
many repossessions or foreclosures to cause dealer and consumer- 
credit companies to tighten up on this source of credit. 

We believe, however, that there may be conditions that will be 
helped by some flexibility of action by the President in this consumer- 
credit field, and Congress may feel that some indirect controls by 
way of checking consumer credit should be available to the President. 

If Congress should feel such controls should be made available, 
I would recommend that they be prov ided by legislation which 
authorizes the President to direct the Federal Reserve Board to 
reestablish them when, in his judgment, such action is necessary. 

Such authority, when exercised by the President, should give the 
Federal Reserve Board some degree of flexibility of controls. 

Now, as I stated, Mr. Chairman, I know the Secre tary planned to 
7 here and discuss a good deal more fully with you his ideas on it, 
but at the late date, he merely gave me that statement and asked me 
to wnake that to you this morning. 
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The Cuatrman. The only portion of this bill, the extension of th: 
bill he wishes to talk about, is consumer credit? 

Mr. Turrie. That is what he stated to me this morning. I can 
state this to you, sir, as he stated here informally in executive session 
sometime ago, that he believes very sincerely in the need for some 
continued available source of credit for small businesses when or afte: 
the lending authority of RFC is ended. 

I am not prepared to express his views, except I am sure he has in 
mind a type of credit that would run in the range of not more than 
$100,000 to $200,000 loans to small business. 

The Cuatrmaw. In other words he is anxious to see the Congress 
pass some sort of legislation that will help small business? 

Mr. Turris. That is true; yes, sir. 

The CuarrMan. To the extent of possibly making direct loans as 
well as guaranteed loans through banks? 

Mr. Turrie. He would certainly be in favor of having loans of that 
type participated in by banks, yes, sir, I am sure I am authorized to 
state that. 

The CuarrMan. And possibly a new organization other than RFC? 

Mr. Turrie. He has expressed this view positively, that whatever 
organization makes the loans should have a loan policy group to 
supervise the loans, which would consist of the Secretary of the 
Treasury, the Secretary of Commerce, and probably the Adminis- 
trator of the agency, as a loan policy committee. 

The CHarrRMAN. I presume, since it is suggested that the life of 
RFC, of course, continue only until June 15, 1954, the idea is to replace 
it with something that might be even more practical and helpful to 
small business than even the RFC, is that the thought? 

Mr. Turrie. I am not authorized to state the degree to which 
RFC has satisfied the small-business requirements, but it is his sug- 
gestion that this continuing source of credit be made where it is not 
otherwise available through normal banking channels. 

The CHarrmMan. In other words, his position is that he is most 
anxious to help small business, and specific recommendations will be 
made to that end? : 

Senator Bus. Is that recommendation to assist small-business 
enterprises largely in connection with the defense efforts? The loans 
would be designed to take care of the extraordinary situation which 
we are in on account of the large military budget, and so forth? 

Mr. Turrie. Senator Bush, the Secretary has expressed himself 
with respect to two phases of that. He does feel it is necessary to 
continue available loans to small businesses directly connected with 
the defense effort now, but he has also expressed the idea that there 
should be available small-business loans of this type I have mentioned 
on a semipermanent basis to cover situations where there is no avail- 
able credit through normal banking channels. 

Senator Busn. That is entirely unrelated to the emergency or the 
war effort, or anything like that? 

Mr. Turrie. That is correct; ves, sir. That is correct. 

Senator Bricker. Is there any reason why those could not be 
handled as the V loans are handled now? As one and the same 
program? 

Mr. Turre. In the Federal Reserve System, Senator? 

Senator Bricker. In the Federal Reserve System; yes. 
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Mr. Turrie. I am not certain the Secretary has analyzed the 
degree to which that can be accomplished under the Federal Reserve 
System. I am sure he feels that source of credit should be made 
available for small-business loans, other than the normal commercial- 
banking system. 

Now if the present provisions make that possible adequately in the 
Federal Reserve System, I must say I have not heard him express a 
view as to whether that should or should not be done. 

Senator Bricker. V-loans are handled that way pow and the 
machinery is all set up for them. I would think it would be desirable 
to have any other additional loaning authority or credit authority to 
small business, whatever that may be, available in the same way so 
it would not be necessary to set up another entirely independent 
organization such as a small RFC. Just as soon as you get a small 
RFC, you will get an expansion of a small RFC to a big RFC and 
then you have accomplished nothing by abolishing the present setup? 

Mec. Turrie. I know he has considered the fact that a very small 
number of those V-loans are being and have been made recently, very 
few small loans, and I know he has expressed the view that those 
loans are not a profitable operation in the size that he thinks of them 

Senator Bricker. There have been very few of the V-loans and 
very few of the small loans in the last year, in fact, not enough to 
justify a continuance of either one, except that there might be an 
increased need. 

Mr. Turrie. Yes, su 

The Cuarrman. Then, Mr. Tuttle, speaking for the Secretary of 
the Treasury, you believe his recommendation would be that the 
Congress give thought to a standby control on consumer credit-—that 
means regulations X and W. He wants, likewise, to assure the small 
business enterprises of America that he feels that there is need for 
some sort of a governmental agency to loan money and guarantee 
money to them, and that that is being given every consideration at 
the moment? 

Mr. Turrie. Yes, sir. I think you have covered the matter com- 
pletely in the last statement about the loans, except I am not sure 
that you said this would be restricted to loans which are really loans 
to small business. 

The CuarrnMan. We might say it this way, that he recognizes the 
need for some sort of governmental agency to loan and guarantee loans 
both to small business and maybe large business under certain cireum- 
stances? 

Mr. Turrie. Yes, but that would be a great deal smaller than even 
the current lending policy which I believe in the RFC allows loans now 

1p to $1 million under the current policy. That is a great deal larger 
than anything that is contemplated by what the Secretary wants. 

The Cuarrman. The regulations on consumer credit—we know 
them here as regulations W and X. He recommends the Congress 
give due consideration to standby authority to the Federal Reserve 
the President and the Federal Reserve to reimpose regulations zz 
and W in case of an emergency or in the case of need for it. Is that 
correct? 

Mr. Turrie. Only with respect to regulation W, as you distinguish 
them, sir. The only change he made was with respect to consume! 
credit 
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The Cnarrman. He is not recommending anything with respect to 
housing? 

Mr. Turrie. He made no recommendation with respect to housine 

The Caatrman. Regulation X is on housing. He refers only to W 
here, which is consumer credit itself. 

Mr. Turr.e. If he were here this morning he might have given son, 
views on regulation X but in dictating his statement to me },e 
spoke merely of the regulation W controls which I understand to |e 
the consumer-credit controls. 

Senator Bricker. That is all contingent upon the abolishment . 
RFC? 

Mr. Turrie. Well, not the consumer-credit controls. 

Senator Bricker. I know, but the small loans lending authority? 

Mr. Turrie. Yes, sir. 

I believe he might say rather than contingent upon the abolishme: 
of RFC, he would say after RFC no longer has the power to lend 

Senator Buss. The V-loan is primarily a working capital loan, 
it not? 

[ will ask Mr. Martin to check me. Is that primarily the purpo 
of it? 

Mr. Martin. Section 13 (b) is for working-capital purposes only, 
The V-loan is broader than section 13 (b). 

Senator Busy. Under the so-called V-loan you can also borrow for 
plant expansion and so forth? 

Mr. Martin. That is correct. 

The Cuarrman. Only for defense purposes. It is limited 100 per- 
cent to defense purposes. 

Mr. Martin. That is right. 

The CuatrMan. However, the same formula could well be worked 
out to have it apply for other purposes? 

Mr. Martin. That would be correct, sir. 

Senator Busn. Would it be in line with the Secretary’s thinking 
to have an organization such as the Small Business Administration? 
I think they want to change their name to that. 

What is the name of it, Senator? 

Senator SPARKMAN. The Small Defense Plants Administration. 

Senator Busu. Yes. 

If that organization were given the authority to guarantee loans 
made by the private banking system—if the RFC goes out—how would 
it meet its views if the Small Business Administration—so to b 
called—had the authority to make that type of guarantee so as to use 
the banking setup that we have without having Goverhment lenders? 
Only as a guarantor for the purpose of such loans as the Secretary has 
in mind? 

Would that seem to meet the situation or has that been discussed 
up there? 

Senator SPARKMAN. I am sure that if the guaranteeing of loans 
would fill that gap where there are loans that are desirable to aid smal! 
business that are really not profitable enough or otherwise not bank- 
able but are good, sound loans, as aids to small business, that would 
satisfy his requirements. He merely states there should be, in his 
opinion, a means available to fill that gap. 

Senator Busn. Has his thinking on that gone so far as to define the 
term of loans, for instance, that he thinks ought to be made available? 
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[ mean to say by term, 5-year, 10-year, 15-year, or 20-year—does 
the recommendation include any thing along that line? 

Mr. Turrix. No, sir. The discussions that have been had have 
not been that detailed except with respect to the total amount of an 
individual loan that might be made and that, as I say, he feels should 
be restricted to the figure of $100,000 or $200,000. 

With respect to the terms, the length, the rates of interest and all, I 
have heard no discussion in which he has participated. 

Senator Busa. Do you have any comment to make on that yourself? 

Mr. Turrie. No, sir; I had not realized there was any difficulty 
with respect to that feature of the RFC loans. 

In other words, I have assumed, since you asked my own views, 
that there has been no criticism with respect to the RFC’s handling of 
the terms of loans. I may be entirely wrong about that. 

Senator Busu. Well, 1 do not know what you mean by difficulty. 
| was not thinking of any difficulty, but I think the whole situation 
develops the question as to whether the Government is to make 
long-term loans which are, in effect, capital loans as against the 
working-capital type of loan, which is designed to carry an increased 
business, and as you say, has customarily been made by banks. 

Mr. Turrie. Well, my own experience before I joined the Govern- 

nent 2 months ago would lead me to believe the RFC did make loans 
0 a type that were helpful to small businesses and in developing small 
businesses that were not available on account of the terms to which 
banks are limited. 

In other words, a 5-year loan sometimes was not adequate to cover 
what was really helpful and, I think in some senses, desirable to a 
small business in the particular part of ‘the country in which I live, 
which is the South. 

Thus far it has been a helpful thing to small businesses. 

Whether the Secretary himself has decided that there should be a 
limit on the loans to be made by this new agency of, say, a 5-year 
period or whether it should be a longer period, I have not heard 
him say. 

Senator Bricker. In other words, you have no desire to, except 
for the present emergency and maybe under stricter credit than we 
have heretofore had, create any little RFC? 

Mr. Turrie. I have not heard it expressed that way, Senator. 

Senator Bricker. That is what it amounts to if you do not handle 
itas you do the V-loan. If you do not wait until the RFC is abolished, 
then you have an RFC and a little RFC on top of it, and we have 
accomplished very little. 

Mr. Turrte. I should state, as I did a moment ago, that the Secre- 
tary does feel that beyond the terms of the present defense emergency 
there may still be a need for the making of these small-business loans. 

Now, as to how long that will continue is, of course, an indefinite 
matter. 

Senator Frear. How many Government agencies either loan 
money direcily, or certify to a Government lending agency for the 
benefit of small business? 

Mr. Turrie. Senator Frear, I am sorry, I cannot answer that 
specifically. As I stated, I am pinch- hitting on very sudden notice 
this morning—the Secretary is sick this morning, and it may be that 
Mr. Martin can answer that, but I would say certainly the Small 
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Defense Plants Administration recommends loans; the Defeys, 
Department itself has authority to recommend loans; the RFC. of 
course, makes and guarantees loans. 

Senator Frear. And the RFC can also authorize;—I mean, wit})o.) 
benefit of either of the two agencies you mentioned previously? 

Mr. Turrie. That is right. Without reference to that at all, the 
RFC makes loans directly. However, in most of the reports I have 
read recently they indicate that most of the loans RFC is now making 
are certified as defense loans. 

Senator Frear. Also, is there any authority within the Depart- 
ment of Commerce? 

Mr. Turrie. The small-business part of the Commerce Depart- 
ment, I believe, does have authority to recommend loans for small 
business. Just how that is worked out I am not certain. 

Senator Frear. Since we have representatives of the Treasury 
and the Chairman of the Board of Governors of the Federal Reserve 
here, it is giving the dual banking system, I think, opportunity to 
express itself, 

There has been some talk, some discussion and quite a bit of think- 
ing as I have understood, as to either the member banks or insured 
banks or a combination of both of them setting up a fund, subscribing 
to a central fund that could participate in lending to the institutions 
now receiving Government money directly to guarantee money above 
and beyond which it is permitted by Government or State banks to 
loan now. 

That is not very clear, perhaps, but have you heard of that, or do 
you understand what I am attempting to find out? 

Mr. Turrie. | am sure that such a plan has not had consideration 
yet by the Secretary of the Treasury. I am merely attempting 
to express as nearly as | can his views this morning, and that we have 
discussed these other things rather fully, but I have not heard such 
a project discussed. 

Senator Frear. Without binding the Secretary of the Treasury 
or asking you to make an undue statement on your own behalf, what 
would your personal opinion be regarding a central institution com 
posed of private money, or by subscription by the banks of this 
country, to an agency that would loan money to small business 
where the risk was a little greater than the present law would permi! 
a bank to make? 

Mr. Turrie. I think we would all like to see whatever loans are 
made to be made by private funds if that is possible, Senato: 
Whether that takes the part of an individual private bank with private 
stockholders, or an association—a larger number of banks joine 
together—we all feel if that could be done by private funds it would 
be preferable to having the Government in that. field. 

And the Secretary’s suggestion that these loans be made to smal! 
businesses by some governmental agency is with the thought there in 
mind that at the present time there is a gap where private funds 
cannot be interested in making those loans. 

Senator Frear. An institution such as has been talked about mig)it 
not be able to fill the entire gap. It might still need some tending 
agency of the Government to take care of the really marginal cases’ 
Is that your opinion and that of the Secretary? 
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\ir. Turrie. I would be glad to try to have the Secretary present 
his views on that to supplement your hearings. 

Senator SpPARKMAN. I want to get it clear in my own mind, just 
when it 1s proposed that this reduced power of lending will become 
effective. 

understand the plan is simply not to extend RFC and, therefore, 
it will die. 

The CuatrMan. I cannot subscribe to that. 

Senator SpARKMAN. I am not asking what we want; I am asking 
what the Treasury’s recommendation is. 

The CuarrMAN. He may answer, then. 

Senator SpaARKMAN. I have seen it in the press, that is all. I 
understood that the plan was simply to let the RFC die June 30, 1954; 
s that correct? 

\(ir. Turr.e. Senator Sparkman, the Secretary of the Treasury has 
not made any recommendation or statement so far as | am aware—and 
| am quite sure he has not—recommending specifically that the RFC 
be terminated—that is, the lending powers be terminated, earlier than 
the present law provides. I think he is indifferent with respect to the 
time When the Congress may decide to let those powers terminate. 

(he proposal he is making here is with respect to what happens 

r those powers terminate. 

Senator SPARKMAN. Not before? 

Mr. Turrie. Without expressing an opinion as to when they 
should terminate, I am sure he feels that until the RFC’s lending 
powers are terminated there is adequate credit of this type available 
for the small businesses with which he is concerned, but we are getting 
pretty close to that termination date, whether it be this June, Decem- 
ber 31, or June of next year. 

Senator SPARKMAN. You do not know whether the administration 
or the Secretary of the Treasury proposes to recommend to Congress 
the establishment of this alternative agency during this session of 
Congress, that is, prior to June 30, 1953? 

Me Turr ie. I do not know what the Secretary of Commerce 

vy have in mind or what the President may have in mind. As far 
as ; the Secretary of the Treasury is concerned, his position is merely 
that when this lending authority that now resides in the RFC is no 
longer available to small businesses, that some other agency be per- 
mitted to take it on. 

Now, whether that would be overlapping for a period of 6 months 
or even possibly a fiscal year, he has not expressed himself on that. 

Senator SpARKMAN. Is it contemplated that the amount of the loan 
hat the RFC can make will be reduced prior to that time? 

\ir. Turrie. As J understand it, thé loan-policy committee in the 
RFC law, consisting of the Secretary of the Treasury, and others, 
s now actually supervising, and in a sense, controlling the amount 
of those loans and has restricted rather severely the maximum of those 
loans. I have not heard anything suggested that that will be further 

stricted with respect to maximum loans until RFC ceases its lending 
functions. ‘That may be a continuing study hat they will be making 
from month to month to determine whether the RFC shall continue 
to make loans as large, even, as $1 million. 

Senator SpARKMAN. While it is true, a loan of $2C0,000—I believe 
that is the maximum limit; you said approximately up to $200,000— 
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well, that ordinarily would be sufficient for the classification of small 
business loans. u 
_ Yet there are many veeasions, I should think, in connection with 
f lfilling any defense contract where perhaps a greater amount would 
le necessary. 

is it proposed that, perhaps, there be considered a rewriting or a 
;-eonsideration, at least, of the V-loan program to make certain 
that in the event the loans should be required in excess of the $200,000 
that it could be connected with the defense program and that it could 
be taken care of under the V-loan program. 

Mr. Turrie. I understand that is available now, Senator. 

Senator SPARKMAN. There are some difficulties that have been 
pointed up to this committee in connection with the V-loan program 
Many small businesses have complained that they are unable to qualif 
because of this requirement of no alternative source of supply. So it 
seems to me that in the event the amount of the loan available through 
the lending powers is limited to $200,000, certainly, there ought to be 
a restudy of the operation of the V-loan aad its regulations, so that 
any business, big or little, might have a loan available to it even though 
it might not qualify under the present regulation of no alternative 
source of supply 

You can see how in small businesses it would be difficult to qualify 
under a regulation restricting it to those businesses that constitut 
virtually a single source of supply. 

Sonator Busu. Will the gentleman yield for a question? 

Senator SpARKMAN. Yes. 

Senator Buss. Why would you want the thing broadened if there 
‘s an alternative source of supply? Why would you want it broadened 
so a company could borrow if there was an alternative source of 
supply? 

Senator SPARKMAN. The provision in the Defense Production Act 
called for a broadening of the industrial base because we think that a 
broad industrial base is an essential part, of a strong economy ani 
the productive capacity that would be needed if we got into a real 
emergency. 

Senator Busu. But that does not mean necessarily, does it, that 
you have to have alternative sources of supply for banking or any- 
thine else? I mean, if the sources are there and the supply is there, 
is that not sufficient? 

Senator SPARKMAN. It does not give the encouragement toward 
broadening the industrial base. Then, too, in many instances a 
small business may be a low bidder who can actually save the Govern- 
ment money. But because some other businesses perhaps would 
bid a higher price and could furnish that product and not need financ- 
ing, the small business would not be able to qualify for the V-loan 

Senator Bennerr. He is not talking about alternative sources of 
supply of money. 

Senator Bus. I thought you were talking about alternative sources 
of supply of money. 

Senator SPARKMAN. No, it is the thing the Government is buying. 

Senator Busn. I apologize. | misunderstood you. 

Senator SPARKMAN. I thought the witness was going to come in 


on that. 
Mr. Turrie. I thought you were talking about a different supply. 
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Senator SpARKMAN. It is not a supply of credit. Of course, if it is 
yn alternative supply of credit, 1 would agree with the witness fully 
that the commercial lending agencies, the commercial sources, ought 

o be used as far as possible. By the way, I hope that the Secretary 
f the Treasury and the Federal Reserve Board and the other in- 

sted departments and agencies of the Government will give seri- 
us consideration to the thing that Senator Frear suggested and the 
thing that the Federal Reserve Board recommended to this com- 
nittee some 3 or 4 years ago—that is, a plan of insuring loans made 
by local banks, which I think if enacted into law might go a long way 
toward solving this problem. 

The CHAtrRMAN. Here is the practical problem that the administra- 
tion and Mr. Humphrey are up against, as well as the Congress. 
The RFC law expires on June 30, 1954. The Congress passed that 
aw saying it would expire at June 30, 1954, unless it was renewed. 
‘here is legislation before this committee to eliminate RFC at the 
moment. 

My understanding of their position is simply this, that they are not 
voing to recommend that RFC be eliminated prior to June 30, 1954; 
that they are going to take another look at it in the early part of 
next year; but in the meantime, they are going to see if they cannot 
vork out a plan that would be more practic ‘al and more he ‘Ipful to 
small business. At least, that is my understanding of their position 
after having had a number of conferences with them, and I believe 
that to be the position. Is that correct, Mr. Tuttle? 

Mr. Turrie. That is correct, Mr. Chairman, ves, sir. 

The CuatrmMan. In other words, the present administration did not 
pass the RFC law stating it would expire on June 30, 1954. There 
is legislation before this committee to eliminate it prior to that time. 
Those two things meant that the administration had to make some 
statement on the subject. 

I believe I just stated their position—at least, that is the way I 
understand it. 

Senator Robertson? 

Senator Rosertson. Mr. Tuttle, how long do you think a com- 
mercial bank could stay out of the red if it made fewer loans than it 
had e mploye ‘es? 

Mr. Turrie. It does not stay in business very long. 

Senator Ronertson. That was the case with the RFC. 

We found that if we limited RFC to small loans they were bound 
to go in the red because of the tremendous overhead. They were 
making fewer loans than they had employees. It was only the very 
large loans that saved them from big losses in the past. 

Mr. Turrie. I know there was a lot of question raised as to whether 

large loans were the type of loans really contemplated as being 
necessary to make when the RFC was originally set up, and, cer- 
tainly, that type of loan is now being questioned by the Secretary of 
the Treasury and the others who are fixing the loan policy. 

Senator Rosertson. I do not know about that so much. I think 
General Dawes had a pretty good idea what kind of loans he wanted 
when RFC was set up and it saved his bank. I think the railroads 
had in mind the kind of loans they wanted when it tided them over 
a pretty difficult period. 
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Mr. Turrie. The loans running to $10 million and $20 million 
that, certainly, is not the type of loan the Secretary of the Treaswry 
feels the Government should continue to make. 

Senator Ronerrson. I was conferring last week with the Genera! 
Counsel of the Bank of America. He said his bank had over 1 million 
loans and the average was less than $1,000. 

When we were debating in our committee and expected debate on 
the floor on the bill to abolish the RFC, the National City Bank of 
New York made an analysis in one of its weekly or monthly Inews 
letters of the number of new businesses that had been started during 
the boom, and pointed out the tremendous ratio of failures in boom 
times. It published as its considered opinion that what small business 
needed more than working capital was experienced management. 

What do you think about that? 

Mr. Turrve. I am not really qualified to express an opinion about 
that, sir. I am sure that, of course, experienced management is 
necessary to make a successful business even with rather free credit 

On the other hand, I am sure, also, that it is very difficult to get the 
risk capital necessary to expand the small business this day and time, 
because so much really of our source of credit is used in the high taxes 
that have been necessary. 

Senator Ropertson. Well, nobody is more interested than I i: 
small business because, among other things, I do not think we would 
ever be able by law to control the monopolistic activities of the big 
companies unless we had a large number of small companies fur- 
nishing competition. 

( ‘onsequently, [ prepared and was going to offer a bill to abolis 
the RFC and include a provision to reinstate what I believe was onc 
a law which authorized the Federal Reserve Board to underwrite 
loans made by commercial banks. 

I call on Governor Martin to give us the exact provisions of that law, 
whether we had a previous law to that effect and let it lapse. 

Governor, you will remember I consulted with you about it. Wh 
was that provision I was going to put in here to take care of Siete 
loans the banks would not be interested in making. 

Mr. Martin. That was an enlargement of section 13 (b) of the 
Federal Reserve Act. 

Senator Ropertson. What would it have done? 

Mr. Martin. Mr. Vest, can you give him the exact title of the bill? 

Mr. Vest. That was a bill introduced in 1947 and again in 195! 
by Senator Robertson, I believe, that would have authorized thie 
Federal Reserve banks to guarantee loans made to business enterprises 
by commercial banks up to 90 percent of the amount of the loan fo: 
a period of 10 years. 

Senator Ropertson. That would have involved no _ overhea 
expense on the part of the Government. The Federal Reserve Board 
could have serviced that with its current staff, could it not? 

Mr. Martin. That is correct. 

Senator Ropertson. We would have gotten rid of this terrifi 
expense, and we would have gotten rid of the charge that the Govern- 
ment was in competition with private industry in furnishing working 
capital to deserving companies. 

Senator Busu. Senator, was that bill of your applicable to com- 
panies engaged in defense work only? 
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Senator Ropertson. It would have applied to anything, but those 
who wanted to keep the Government in business turned thumbs down 
m my proposal. It looked as if it would be too good if they put that 
in and they could not keep theirs, so they killed mine and kept the 
RFC. That is the way that worked out in 1947. 

(he CuarrMan. Well, it makes a lot of sense. I think it has a lot 
of merit to it. I remember it. On the other hand, of course, you 
are just transferring one branch of government, the RFC, to the 
Federal Reserve to do that which the RFC is now doing. 

Senator Bricker. It is an entirely different program, though. 

Senator Rosperrson. I think if you simplified the problem about 
just transferring that, there would not be any 5-percenters in my 
nrogram and there would not be any mink coats or anything of that 
kind. 

Senator Bricker. And you would have private control of the 
lending, too. 

The CHarrMAN. Mr. Martin is head of the Federal Reserve, and 
as the banks started sending in these loans for him to guarantee up 
to 90 percent, I rather suspect he would have an organization out 
taking a good look at those loans to see whether they were at least 
fairly good. 

Senator Ronertson. Now, Mr. Tuttle, I had experience of 10 years 
in World War II, trying to draw up an excess-profits-tax law that 
would work and be fair and I despaired of doing the job. We revised 
it and revised it. It is like the Production Control Act in peacetime. 
You cannot write enough exemptions into it to really make it work. 

We have a number of small plants that have working capital and 
who have trained and experienced management, but they cannot get 
ahead if they make a litthe money because you take it all away from 
them in taxes. 

Now, what better help could we give small business than to let the 
excess-profits tax die as scheduled on June 30 of this year? 

Mr. Turrie. Well, sir, certainly all of us would agree that the 
excess-profits tax is a very difficult tax to write in a way ‘that does not 
amount to an excess tax on profits rather than a tax on excess profits. 

As a matter of fact, the time at which it expires is already fixed by 
law. I am not prepared to testify before this committee ,on that 
subject at all. It is a bad tax. 

Senator Ronertson. You are not prepared to commit the Secretary 
of the Treasury but would you give us your personal view. 

Now, if you had your choice between a continuation of the excess- 
profits tax which, on the superduper basis, is estimated to raise $1.5 

billion revenue a year 

Mr. Turrue. Is it not $2.2? 

Senator Ronertson. Yes. This other was for part of the year. 

Mr. Turtie. That is right. 

Senator Ropertson. Or an increase in the surtax of 2 or 3 percent- 
age points that would raise the same amount of money. Which 
would you prefer, now, speaking for yourself and not anybody else? 

Mr. Turrie. Well, speaking for myself and nobody else, I would 
think that since the number of people affected by the surtax rates is so 
much greater than the number of corporations that are affected by 
the exe -ess-profits tax, that it would be a good deal less palatable to 
make that change. 
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Senator Roserrson. What do you mean by palatable, political 
expedience? 

Mr. Turrie. I mean palatable to the taxpayers of the United 
States. 

Senator Roserrson. Well, palatable is something you enjoy swal- 
lowing, and in politics it means you do not want to do it because 
some body is going to vote against you. 

You think you would rather put the screws to a limited number of 
corporations even though you admit you are treating them unfairl; 
than to give a fair tax which would be an increase to a larger numbe 
Is that your position? 

Mr. Turrie. Well, I did not state it that way, sir. 

Senator Roperrson. Well, I just want to get down to the nub of 
the situation. 

Mr. Turrie. The Congress, as I understand it, undertakes to 
reflect the views of the taxpayers or the citizens and I am saying that 
the suggestion that the surtax be increased across the board for - 
taxpayers would. be Jots less acceptable in my opinion because of 
fact that there are a great many more people affected by that in 
there are by the exce ss-profits taxes. 

Senator Ronerrson. Congress attempts to reflect the views of the 
taxpayer more than the Bureau of Internal Revenue in recent years 
You say Congress attempts to reflect the views of the taxpayers. | 
say that the taxpayers have not thought that the Bureau of Internal 
Revenue has attempted to reflect their views in recent years. 

Mr. Turrie. They have failed in a number of ways in doing that 

Senator Ropertson. Should C ongress attempt to reflect the views 
of the greatest pressure group or should they act as statemen? 

Mr. Turrte. They should act as statesmen. I think we all agree 
on that, sir. 

The CHatrMan. I thought you were going to say that there are 8 
or 9 of us sitting up here and if you do not like the excess-profits taxes 
or any other taxes all you have to do is repeal them or change them 

Mr. Tu rete. Of course, my views are not important on it. 

The Cuarrman. The responsibility is up to the Congress of the 
United States. 

Senatoy Roserrson. You are General Counsel not only for the 
Treasury, but you are over the Bureau of Internal Revenue? 

Mr. Turrie. On the administration of it, that is right. 

Senator Brickmr. Is it not true that about all the excess-profits 
tax ever had to commend it was its name? 

Mr. Turrie. Yes, sir. It narrows itself down to that. 
it did raise substantial amounts of money. When you speak of the 
term “palatable,”’ it was palatable because it appeared to take onl) 
those profits which resulted from a war effort when actually it took a 
great deal more than that and it affected largely the smaller corpo- 
rations who were trying to get a stant in a rather unfair way. 

Senator Bricker. And hadn’t the history, the background, and 
the base to protect them. 

The CuarrMAN. Senator Frear? 

Senator Frear. Following up the line of thought you just had, is 
it not possible for the Renegotiation Board to take care of what has 
been termed “excess profits’? on war contracts? After all, that is all 
they were attempting to do. 
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Mr. Turrie. Of course, that is why the Renegotiation Board is 

up, to prevent excess profits resulting from the war effort 

senator Frear. Then, if that is true, what would be the serious 
bjection to letting the excess-profits tax law expire on June 30? 

Mr. Turrzie. The only objection to letting it expire on June 30 
vould be the loss of revenue, Senator Frear 


Olitica] 


eca Senator Frear. Yes, sir; but I have not quite understood fully, 
haps 
ber of You would not lose the entire amount of revenue that excess profits 
fan itself is credited with in the Treasury You would get a great deal 
imb that back in the ordinary profit and also the amount under re- 
negotiation 
; Mr. Turrie. That ts true. 
aud Oo Senator Rosgertson. You are making it too palatable. 

Mr. Turrie. It is true, that renegotiation properly handled after 
we tO or 3 or 4 years, a good many of the corporations who will have paid 
& th ul xcess-prolits tax if it is continued, will be vetting refunds which will 
Ol thus make in the long run less revenue from it than appears to be the 
ot th se now. 

thet Senator Frear. That is right, and that delayed payment that the 
Renegotiation Board is going to get in from war contracts would per- 

or tt haps about equalize that delaved payment that the Treasury may 

yea ay back to some of the corporations. 

rs. | Mr. Turrzie. If both systems worked perfectly that would be the 

ern ise: ves, sir 

The CuarrMan. Are there any other questions, gentlemen? 
that Senator Bricker. | have one more question: Do I understand you 
vie e opposed to the Byrd bill which would abolish the RFC at an early 

late? 
Bart Mr. Turrte. No, Senator; the Secretary has expressed no view 
ither in favor of or against an earlier demise than the law now 
are 8 equires 
ba Senator Bricker. Has he given any study to the possibility of 


] ' 1 
consolidating in one ageney and thro igh one channel the various loan 


ithorities of the Government, the V-loan, the smalJ-business loans, 


th ind all other sorts of loans that the Government is making at the 
resent time? Considering the fact that the RFC has extensive 
ul branches all over the country, that the small-business group has set 
ip likewise 12 or 14 various subagencies, the Department of Com- 

merce has agencies all over the United States constantly in contact 

olits vith busmmess and the borrowing publie, is there a possibility of some 


conomy in a consolidation of those various functions? 
ATS( Mr. Turrur. There det nitelvy would be, of course. 
Ultimately the idea expressed by the Secretary is that there be but 
me agency to make these small-business loans 
ok a Senator Bricker. It would be very helpful if vou could give us the 


rpo benefit of your thinking along those lines. 
Mr. Turrie. Dr. Burgess is making a study of all the Government 
ari rencies in the lending business, and it is an amazing number when 


they are written down on a sheet of paper. It takes two sheets of 


paper, as I recall it, and there is a study being made on that. 

Senator Bricker. Along with getting the Government out of some 
if this competitive business with private industry and saving a little 
bit of money along the way and getting back some of the capital that 
has already been invested? 
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Mr. Turrie. Yes, sir. 

Senator Bricker. We have done that in FDIC. We have done 
that in the Home Loan Lending Authority, and I think most of the 
capital has been paid back if not all of it—I know it all has in FD[C 
At the present time, there might be an advantage there to balan: ing 
the budget, certainly, and looking forward to a reduction in taxes a: 
an earlier date, if there could be such a consolidation of the functions 
of the Government in the lending field. 

Senator Busu. Mr. Tuttle, is Dr. Burgess going to make that 
available pretty soon, do you know? 

Mr. Turr.e. It is just one of the things that he asked us to get up 
to have a study on, Senator Bush. He, of course, has been conduct ng 
the negotiations more recently with these foreign representatives in 
here and he has been pretty well tied up on that. He will get into it 
promptly, though. 

The CuarrMan. Are there any other questions? 

If not, we thank you, Mr. Tuttle, and appreciate your testimon 

Mr. Martin, Chairman of the Board of Governors of the Federal 
Reserve bank. I see you are accompanied by Ralph A. Young. 
Director, Division of Research, and George B. Vest, general counsel 


STATEMENT OF WILLIAM McC. MARTIN, Jr., CHAIRMAN, BOARD 
OF GOVERNORS, FEDERAL RESERVE SYSTEM 


Mr. Martin. As members of this committee are aware from pre- 
vious testimony on behalf of the Federal Reserve Board, the Board 
believes that primary reliance should be placed upon general fiscal 
and monetary measures in order to foster steady economic progress 

Whenever possible, in our opinion, market forces should be allowed 
to assert themselves to bring about necessary adjustments within the 
framework of fiscal and monetary policies directed toward high levels 
of production and employment and a stable value for the dollar. At 
the same time we recognize that when our economy is operating at 
such a high rate as it is today—with production at very near the limits 
of our physic al capacity in most lines and a fully ‘employed labor 
force—there is little or no slack that could nhperk the impact of a 
sudden increase in business and consumer spending. Essential 
appropriate fiscal and monetary measures are at all times, they may 
need to be supplemented by direct controls under certain emergency 
conditions. 

In the present international situation there is, of course, the ever- 
present possibility that an emergency might arise. It might then be 
highly desirable to be able to put into effect promptly certain of the 
controls which are contemplated in the bills, which you are con- 
sidering. 

The bills in relation to the Federal Reserve: Senator Capehart’s 
bill, S. 753, would (1) reenact, on a standby basis, authority to regu- 
late consumer credit in the same flexible form as originally enacted 
in the Defense Production Act of 1950. 

Senator Bricker. May I ask a question right there: The original 
regulation W was put into effect without legislation; was it not? 

Mr. Martin. It was put in in 1941, I think, under the authority of 
the Trading With the Enemy Act. 

Mr. Vest. The Executive order of the President. 
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Senator Bricker. There was no direct authority, though, with 
direct relation to credit when the original regulation W was put into 
effect. It was an implied control. 

Senator Rosertson. I think you are in error on that. I think we 
tuthorized the Federal Reserve Board to impose consumer credits. 

Senator Bricker. We did in one of the later bills. 

The CHarrMaNn. Senator Bricker is talking about 1941. 

Mr. Vest. Originally it was authorized by an Executive order and 
that Executive order was based on the Trading With the Enemy Act 
of 1917. 

Senator Bricker. And then Congress repealed regulation W at a 
ater date and then reinstituted it, as 1 remember. 

\ir. Martin. That is correct, and then took it away last July. 

Senator Bricker. Just did not put it back in the bill. 

Senator Busn. You are without any authority now, or does the 
l'rading With the Enemy Act give you authority to use regulation W 
if you felt it was essential? 

Mr. Martin. There has been a difference of opinion on that. Until 
recently we felt that the Trading With the Enemy Act, in the event 
of an emergency contemplated by the act, could be invoked, but after 
studying it carefully, we think there is considerable legal difficulty in 
that, particularly since the Congress took the power of W and X 
away from us last year. Therefore, there would be a real question 
whether we could use the Trading With the Enemy Act. 

Senator Bricker. I think you testified here that unless Congress 
instituted such authority you would not exercise such authority under 
the original bill. 

Mr. Martin. Under the original bill; that is correct. 

The CuatrMan. Under the Trading With the Enemy Act. 

Mr. Martin. Well, I do not know that I ever so testified. 

The CuarRMAN. You mean in the sense that Congress took it away 
from you last July that you would not reenact it without specific 
uthority from Congress. 

Mr. Martin. That is correct. But the question there is whether 
the President, under the Trading With the Enemy Act, if an emer- 
geney similar to the Trading With the Enemy Act provisions occurred, 
could not order us to 

The Cuarrman. If he ordered you to do it, that would do it. 

Mr. Martin. That is right. As I was saying, S. 753 would 

2) reenact, on a standby basis, the President’s authority to regulate 
real-estate construction credit in the same flexible form contained in 
the Defense Production Act of 1950 (applying only to new construc- 
tion); (3) continue without change until June 30, 1954, the Govern- 
ment program of guaranteed loans for financing of defense contracts 
the V-loan program); and (4) prohibit voluntary programs or agree- 
ments for the restraint of credit. The other proposals in 8. 753 
involve matters which do not fall primarily within the Board’s 
province. 

Senator Bricker. Section 4, title IV, there, is exactly the opposite 
from what we did during the Korean episode; is it not? We there 
put into effect a program of voluntary agreements in restraint of 
credit, 

Mr. Martin. That is right. 

Senator Bricker. You would prohibit that? 





1474 STANDBY ECONOMIC CONTROLS 


Mr. Martin. It would be prohibited under Senator Capehart’s 
bill and | am making a comment on that later in this statement 
Senator. 

Senator Bricker. Thank you very much. 

Mr. Marvin. Senator Capehart’s other bill, 5S. 1081, provides that 
the President, after consulting the proposed National Adviso: 
Council, might freeze prices, wages, and rents at the levels 
prevailing for a period of 90 days. It does not contain provi 
relating to credit controls. 

Consumer and real-estate credit: The Board is not seeking autho 
to reinstitute at this time regulation of consumer credit or real- 
credit. It is true that both consumer and real-estate eredit h 
expanded rapidly in the last year and that some of this credit has | 
extended on extremely easy terms. Delinquencies and repossessions 
painful though they may be, will operate at some point to cor 
unsound terms and to cause sellers and lenders to adopt safer cred 
policies. The Board feels that market forces will eventually ass 
themselves to bring about readjustments provided they ope 
within a framework of proper fiscal and monetary policies. 

At the same time, the Board recognizes that there may be em 
gencies when it may be helpful to supplement general fiscal and cred 
policies by more direct restraints. If Congress decides to enact 
legislation to give emergency powers to the Board in the fields Ol 
consumer and real-estate credit, the Board recommends that tl 
powers be granted without the limitations upon terms that ha 
previously seriously hampered administration of this kind of regu 
tion. S. 753 provides the authority on this flexible basis. 

Senator Frear. What were the serious limitations? 

Mr. Martin. Writing in the specific terms, Senator Frear. Fo 
example, saying that credit terms on cars should be such and such 
and on television sets such and such. 

Senator Frear. You do not think you should be restricted to that 
degree? 

Mr. Marrm: To be useful in this field it seems to me that we 
should have flexibility 

Senator Frrar. You had some flexibility up to a point, did you not 

Mr. Martry. Well, we had a minimum and, as to the minim 
the floor kept rising and the effectiveness of the regulation 
diminishing 

I cite my example of the difficulty vou get into with that, if you a 
soing to write the terms of it, when I Say that one Saturday afternoon 
I received 67 wires, on a hot Saturday afternoon, from automobile 
dealers with respect to changing terms of their credit. 

Senator Frear. But your board is in favor of less restricted legisla- 
tion, as far as the Federal Reserve Board is concerned? 

Mr. Martin. To be effective, we think we have to have flexibility 

Senator SparKMAN. Let me say, Mr. Martin, I agree with you that 
you ought to have flexibility, and I think this committee, as a whole 
in writing the legislation earlier when we first wrote the Defense 
Production Act, agreed with that. But I think the thing that brought 
these limitations was a realization by the committee and by Congress 
that the Federal Reserve Board, while given the power of flexibility, 
was not very flexible 
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Now 1 remember, and I am sure every member of this committee 
remembers the thing that caused*—I think the first break was used 

itomobiles; was it not? 

Mir. Martin. I think so. 

Senator SPARKMAN. I think that is what it was, and I think the 
Federal Reserve Board—now I want to say this very frankly—failed 
o exercise the flexibility that it should have exercised, or we never 
vould have had this welled-up protest in the case of used automobiles. 
[hen came television sets, furniture and so many other things. 

| agree with you that you ought to have flexibility. I think you 
ught to be flexible and I think you ought to react as consequences 

for your reacting instead of being so far behind. I think perhaps 
that criticism is due also with reference to the reserve requirements 
that vou have asked of this committee at different times. 1 think this 
ommittee certainly would have given you more flexibility in reserve 
juirements had it felt that the Board was being flexible in using the 
quirements that it had. 

Senator Busu. May I ask a question, Senator? 

Senator SPARKMAN. I would like to hear the witness comment on it. 
Senator Busu. I will delay my question. 

Senator SPARKMAN, I will certs ainly vield 
Senator Busy. I want to hear the Governor’s comment, too. 


am Sorry. 

Mir. Martin. I do not = one minute try to say that the Federal 
Reserve Board is all wise or has always ac ‘ted as wise ‘ly as it should. 

| came onto the Board wen this authority was alre ady in effect, as 
,new man. I think that in theory these selective controls are minor 


tools in the kit of tools that can be used through the Federal Reserve. 
They are not major tools, they are like little screwdrivers. 

Senator SPARKMAN. Sometimes they become more like a dentist’s 
trill 

Mr. Martin. I realize that, but I would say much also depends 
ipon your assessment of the general situation. They do affect a vast 
number of people more directly than do open-market operations, or 
reserve requirements or the discount rate changes—at least in a way 
that er can see. Despite that fact, if they are to be used suc- 
cessfully, it seems to me they have to be put into the same sort of 
frame ek: as those other powers of the Federal Reserve. They are 
subject always to congressional review, but you have to have a sufh- 
cient period of time to play out vour hand on it 

Now, if the Congress is going to determine, under the pressures that 
they get, at a particular point, that the terms should be revised, then 
| say in all fairness I think Congress should administer the regulations 
also. 

Senator SparKMAN. | certainly would never claim the right of 
Congress to administer. In fact, I think we are subject to the eriti- 
cism frequently of trying to be too specific, rather than trusting the 
board or the agencies to do the job. Going back to the used car 
situation, because I think that illustrates one of these little tools: 
little insofar as the general economy of the country is concerned, but 
vastly important to many of our people over the country-—and we 
certainly saw and our constituents saw used-car yards filled up and 
the market suffering very badly. My recollection is that this com- 
mittee formally requested the Federal Reserve Board to change that 
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regulation. And yet they turned it down. It was not until after 
that was done, when that unusual action was taken by this com- 
mittee, that the limitation was written into regulation W. 

Senator Frear. It would not be unfair for the chairman to com- 
ment on the flexibility of Congress. 

Mr. Martin. Well, that was what I was trying to imply, Senator 

Senator Bricker. What was the total amount of credit ever 
affected by regulation W? 

Mr. Martin. Mr. Young can give you the total figure as it js 
now. 

Mr. Youna. At the present time, consumer installment credit 
amounts to approximately $17 billion. 

When the regulation was in effect most recently it applied only to 
installment credit. Total consumer credit includes not only ‘this 
installment credit but some loan credit that is written on a single- 
payment basis and also charge account and service credit. That 
altogether totals about 24 billion. You have that top figure. Of 
the total, installment credit amounts to $17 billion, and, of that | 
think we estimated, when the regulation was in effect, that about 
75 percent of the volume of credit was within the regulated categories 

The CuarrmMan. Using comparable categories, how does consumer 
credit compare today with, say, 2 and 4 years ago? 

Mr. Youna. Well, consumer credit, of course, is up quite substan- 
tially from the end of World War II. 

The CuHarrMaNn. How does it compare with 1951? 

Mr. Young. It is a little over $3 billion greater than in 1951. 

The CuHarrMan. In other words, consumer credit today is approx 
mately $3 billion greater than it was in 1951? 

Mr. Youne. Well, let us put it this way, Senator—I am speaking 
from recollection at the moment—we put on the regulation in th: 
fall of 1950. It became fully effective by, say, December. From 
December 1950 until May of 1952 there was no net increase in th. 
volume of consumer credit. Then in the past 8 months, it has risen 
more than $3 billion. 

The CuarrMaANn. You think it will rise more? 

Mr. Youne. I think under current market conditions it will ris: 
further. You have the automobile industry, producing at an annual 
rate of 6% million cars at the moment, and the television industry 
and the appliance industries all producing at high levels. The 
financing of that output will naturally give rise to a large volume of 
new credit. 

Senator Bricker. You never regulated anything except the in- 
stallment credit buying? 

Mr. Youna. Not in this recent instance. During World War LI, 
charge accounts were also subject to regulation, as were single-pay- 
ment loans. 

Senator Busu. If you had a really serious emergency, which would 
be the only basis upon which S. 1081 might be invoked by the Presi- 
dent, where the inflationary forces might act very quickly, it has al- 
ways seemed to me that the indirect controls, if you were able to use 
them promptly and they were without limit, would have a very 
pronounced effect. You could immediately cut consumer purchasing 
power very, very drastically. If we were in that situation, where we 
were going to increase taxes and do everything we could to stop infla- 
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tion so as to hold the level of the cost of armaments and to hold the 
level so that the pensioners and everybody else will be able to live 
through this emergency, that the Federal Reserve Board should have 
really unrestricted power to use every indirect control, even to the 
canceling of all charge accounts of any kind. 

Now, I ask you, Mr. Chairman of the Federal Reserve Board, do 
you not think that if we are in such an emergency and it was necessary 
to do everything possible to combat inflation, that the Federal Reserve 
Board should have those powers? 

\ir. Martin. I think if such a situation as you suggest occurred, 
Senator Bush, we would have to throw everything we had against it. 

| think you have to have these minor tools, as well as the major tools, 
in such a situation. Take consumer goods and services, for example— 
if you have a binge situation where a whole lot-of people go out and 
grab a whole lot of commodities and in effect absorb your productive 
facilities, a lot of that disrupts your community. This can happen 
before the full impact of the general controls can be felt, and you do 
not want to have abnormal disruptions of the community during such 
period. 

Senator Bus. If you froze prices, as under a bill such as S. 1081, 
would it not be desirable to take all the pressure off those prices that 
you possibly could, from the buyer, so as to be able to hold those 
pl ices? 

\ir. Martin. I agree. If you had a bill of that nature, as S. 1081. 

Senator Busu. In other words, it would not be of any value to 
freeze the prices unless you were willing to take away all the pressure 
you possibly could at the price level. 

Mr. Martin. You ought to take off all the pressure you possibly 
can. 

Senator Busu. In following that through, do you not think among 
the most important pressures to reduce are those in which the Federal 
Reserve Board could exercise its authority in restricting credit and 
even in stopping credit, if necessary, to hold that? 

Mr. Martin. I would anticipate the Federal Reserve would act in 
that way. 

Senator Busn. And your feeling is that it should have the author- 
ity, not restricted. So that it could act to the fullest extent that its 
authority, uninhibited, would permit it to act; is that right? 

Mr. Martin. I am not quite clear what authority you are suggest- 
ng in addition to what we now have, Senator. 

Senator Busu. Well, you do not have W and you do not have X 
now, unless you have it under the Trading With the Enemy Act, and 
| do not think you liked that too well. 

Mr. Martin. I think if an atom bomb dropped or something of 
that sort, that you should have all of these things. 

| think the difficulty in the whole concept is, if that occurs, you nevd 
everything you possibly can get, and maybe more. I might want 
to come up here and advocate, if an atom bomb dropped tomorrow, 
several things that are not even contemplated at the moment. 

Senator Busa. You have these stringent regulations about raising 
prices, wages, and rents. Now, that is a very drastic action that we 
are thinking about taking. In order to make that effective, we ought 
to authorize everything being done to help hold those restrictions 
on prices and wages. 
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I think it would be very useful and helpful to this committee jj 
you would advise us of any authority that you do not have that you 
think you ought to have if you were going to do everything possible 
to do your full share, in trying to make a bill of this kind effectiy, 

The CHarkMan. You are recommending, of course, that we giv, 
you authority under those circumstances to control consumer credits? 

Mr. Marvin. I might finish this statement. I think several] 0! 
these points are covered, here. 

The Cuarrman. Why not proceed, and then we will get back to jj 
and call on Senator Bush, then. 

Mr. Martin. The Reserve System, because of its responsibility for 
monetary policy, is the logical medium for administering such a lay 
and has had considerable experience with this type of regulation —| 
am reading at the end of the second paragraph on page 3. 


The Board also recognizes that, if an emergency arose in. which 


controls over prices, wages, and rents were necessary as provided {oj 
by the 90-day freeze bill, 5S. 1081, consumer and real estate credit 
controls might well be needed to supplement other emergency meas 
ures. Accordingly, if legislation along the lines of S. 1081 were to 
be favorably considered by Congress, provisions authorizing con 
sumer and real-estate credit controls for a temporary period in an 
emergency might appropriately be included in such legislation. 

In this connection, it may be mentioned that under the Trading 
With the Enemy Act of 1917 the President has broad authority in 
time of war or national emergency over payments or transfers o! 
credits by banking institutions, and it is believed that the President 
could utilize this authority in order to regulate consumer or real 
estate credit in a national emergency. However, we recognize that 
some might question the legal basis of such action under the 1917 
law—I might say particularly since the Congress took them away 
from us or omitted them from the Defense Production Act last 
summer 

Senator Bricker. This law has never been repealed, though. 

Mr. Martin. The law has never been repealed; no. 

In any event, we feel that use of this authority should be avoided 
except as a last resort. 

Voluntary credit restraint: It is noted that these bills do not 
provide for an extension of this authority. While there are limits to 
its effectiveness as a means of credit restraint, under emergenc\ 
conditions it can be a useful adjunct to a comprehensive regulator) 
program. 

Senator Busu. In the last instance when it was used, it was pretty 
effective, was it not? 

Mr. Marvin. I thought it was surprisingly effective. 

Senator Bricker. At the same time, though, that the Government 
was giving all the credit it possibly could to get houses built, and we 
were putting all the pressure on possible with low interest rates and 
Government guaranties and mortgages and the like, to get houses, the 
Federal Reserve Board was putting in regulations to hold down the 
purchase of those houses after they were built, so that one side was 
working against the other. 

Mr. Martin. We had some inconsistencies. There is no question 
about that. 
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But, on the whole, I think the voluntary credit restraint committee 
did an effective job. That is the reason it came in for a considerable 
amount of eriticism. 

Senator Bricker. And that is to be abolished in this bill, as drafted. 

Mr. Martin. Then, | comment on the V-loan program. 

Title IIL of S. 753 would extend until June 30, 1954, the authority 
of various agencies of the Government to guarantee loans for the 
financing of defense contracts through the ageney of the Federal 
Reserve System (the so-called V-loan program). It is the impression 
of the Board that this program has been constructive and helpful to 
the guaranteeing agencies in facilitating defense procurement and that 

should be continued 

Now that covers my general statement. 

The CuarrMan. You are advocating that we now give you standby 
controls on consumer credits, to be used if and when needed, and, 
likewise, if the Congress in its wisdom passes a 90-day freeze bill, 
that it be included in that? 

Mir. Martin. If Congress enacts either of those bills, we would like 
to have authority to regulate consumer and real-estate credit on a 
flexible basis. But at the same time, | want to point out that we do 
not intend to invoke such authority at the present time 

The CuHatrMan. Inother words, vour position is that it is not needed 
at the moment, but it might be needed as a result of a series of smaller 
emergencies, and would definitely be needed if we got into a big 
emergency? 

Mr. Martin. It is probable that it would be necessary, if you had 
a major emergency 

The CuHarrMAN. In other words, if we have a major emergency, 
vou know it will be necessary? 

Mr. Martin. That is right 

Senator Bennetr. May I ask a question, Mr. Chairman? 

The CHAIRMAN. Senator Bennett? 

Senator BeNNerr. | am interested in these consumer-credit con- 
trols. Do you think they should be a permanent part of the Federal 
Reserve legislation, so that they might be available without a procla- 
mation by the President in the case of what might be described as a 
minor emergency, or do you think of them as a tool only to be used 
when the so-called major emergency is declared, and these other 
proposals also go into effect? 

Mr. Martin. Well, Senator, I would like to speak as an individual, 
rather than for the Board on that. I have changed my thinking 
since I have been here, and I lean now individually to the thought 
that they ought to be a permanent part of the Federal Reserve Act. 

My thinking along that line runs in this way—we have a mass- 
consumption and mass-production economy, and that if these controls 
are to be useful as a minor screwdriver in the kit from time to time, 
and are to be effectively administered in » useful way, they should 
be removed from emergency legislation and put into the framework 
of the Federal Reserve Act 

Now, I am not advocating that this morning. I am just giving 
you an insight into the course of my own thinking on it 

Senator Bennett. To follow your example along, many times if 
you had a screwdriver in your glove compartment, vou could tighten 
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the loose screw and avoid trouble, but if you have to waii until the 
screw falls out and somebody says, ‘This wreck has to be hauled to 
the repair shop,’’ you have probably compounded the difficulty 
because you did not have the screwdriver. 

Mr. Martin. I think that is true. I think it stems from the 
nature of the economy that we have today, with the changing emphasis 
that has come into it through what I call a permanent mobilization 
program. I do not think any of us contemplate any longer that we 
will ever have a period when we will not have a defense program 
at least not in your lifetime or my lifetime. 

That means, for example, that there will be a lot of new houses 
constructed out around defense projects, where the young couple has 
to get dishwashers and disposal units and refrigerators and automobiles 
on the installment plan. They need them right now. 

Now, it is not so much the total volume of installment credit that 
concerns me. Certainly it does not seem excessive in relation to the 
gross national product. I am more concerned about the terms of 
the installment credit. What those terms ought to be, I hesitate to 
have a positive point of view at the moment. In the long run, I think 
that the only way we will find out what those terms should be is by 
a certain number of repossessions and a certain number of delinquen- 
cies, bringing home to the seller and the purchaser what reasonab|e 
terms are. 

I think we can sit around as bankers and others do, and say, “Any- 
thing beyond a certain point is a terribly liberal term,” and a lot of 
the terms seem utterly ridiculous to me as an individual, today, but 
I am not absolutely sure that I have enough experience to come to 
a final decision. 

Senator Benner. I happen to be connected with an automobile 
establishment, a retail automobile dealership, and I have asked the 
question of my own people whether they would prefer to see regulation 
W operate or whether they would prefer to operate without it unde: 
a price-control system. The answer has been unequivocably, ‘“W, 
do not want price controls back.” Regulation W did not hurt the 
operation of a prudent automobile dealership. It hurt the fellows 
who were trying to get by on a shoestring and trying to sell terms 
rather than automobiles. ' 

It is my impression that the industry woula be better off if there 
was an alternate method of approaching the problem—they would be 
better off operating under regulation W than they would be with 
credit terms free and price controls imposed. 

I have been interested in the interjection into this discussion toda) 
of the word “‘palateble,’’ which has some interesting implications. 

Do you think it is possible to stem the forces of an inflation, if they 
begin, in any manner that would be completely palatable to industry) 
or to the buyer? Is not the problem of stemming inflation the problem 
of exerting counterforces which tend to interfere with what at the 
beginning seemed to be very pleasant and desirable consequences? 

Mr. Martin. I agree with you on that. 

Senator Bennett. I am disturbed by the idea that if the imposition 
of indirect controls is felt, then the controls should be removed; 
particularly if they are removed in favor of direct price and wage 
controls which in my book does not operate successfully against the 
evil. They simply act to disguise it or postpone it. 
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[ would be disturbed if we would refuse the right to operate under a 
flexible credit-control system, and then move gaily to impose a price- 
control system on wages and rents and commodities and services. 

[ am one of those who favors the operaiton of the kind of controls 
that are available to you and as long as we give you the right to your 
open-market operations or to your “redise ount rates on a permanent 
basis, I think we should give you these small tools also on the same 
be iS1S. 

Mr. Martin. I would just like to reemphasize the point on flexi- 
bility. If you are to exercise W and X, in my judgment, you have to 
have it in such a form that you could make appropriate changes from 
time to time. Maybe we should administer it better than we adminis- 
tered it last time—that I am perfectly willing to concede—but you 
have to have it in such a form that you can make judgments and carry 
them out for at least a limited period of time. We are subject to the 
control of Congress in the final analysis anyhow, but we should have 
a limited period of time where we are not going to be subject to people 
saying, ‘Well, if you move on Friday, you are “all right but if you wait 
until a week from Friday, you are wrong.” 

Senator Busu. May I ask a couple of questions now? 

The CuarrMan. Senator Bush 

Senator Busu. I certainly compliment Senator Bennett on that 
question he brought out about the peacetime use of these consumer 
credit controls, and in view of what the Governor said about his own 
opinion, Mr. Chairman, I would venture to suggest that it would be 
very interesting to this committee if the board considered the question 
on which he expressed a personal opinion. 

[ think that is a very important thing in this whole business of 
inflation control. Therefore, I would pe rsonally welcome some recom- 
mendation from them along the lines that he has suggested. 

The other point I wanted to ask Mr. Martin was about the lending 
authority of the Federal Reserve banks to individual companies. 
That apparently has not been availed of very much. 

It is my impression and hope that the F ederal Reserve System rather 
discourages that particular operation. Is that so? 

Mr. Martin. We certainly have not encouraged it. 

Under section 13 (b) we have had a fairly good experience, but on 
the whole we have not encouraged these loans and the volume has 
not been very large. We have always been fearful of having the 
central bank turned into a lending agency. 

Senator Busu. Is it not true that the conception of the Federal 
Reserve System was not to be a lender to individual companies? That 
was a job of the constituent members of the system. It seems to me 
that should be discouraged if not eliminated by law. 

Mr. Martin. That is the present policy of the board. 

Senator Busx. But you still have the authority? 

Mr. Martin. We have the authority and we have availed ourselves 
of it in some instances. 

Do you know the volume of section 13 (b) loans, Mr. Young? 

Mr. Youna. I do not know offhand but it is relatively small; only 
about $4 million outstanding. 

The Cuarrman. Mr. Martin, do you feel that the Congress ought 
to give the President of the United States the right in case of a big 
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is better 
emergency to freeze prices, wages, and rents—and I know you want can do it 
indirect controls added to it in times of a big emergency? of weeks 
Mr. Martin. | think it would be better if it were feasible—and That 
it is probablv improper for me to comment on this—for Congress tv on at th 
meet promptly and enact the legislation at the time the emergency pare for 
occurs. But if in your judgment that is not feasible or is not possib| until it 
then I think it would be desirable to have something along the lin to do. 
of the freeze I thin 
The CuarrMan. Let me ask you this question then. If we do get Since 
into a big emergency, do you feel then that prices, wages, and rents that we 
and indirect controls must be frozen immediately? then wh 
Mr. Martin. My inclination is to say positively “Yes,” but I like to ‘+ and « 
qualify that—and I am not trying to evade the question—by saying Mr. 
that | have gotten very skeptical of all plans in advance of the eme: ossible 
gency occurring, because you just do not know what the nature o{ The | 
the situation is. and ret 
My inclination is that 1 would want to take immediate action to work 
However, the nature of the emergency is something that you can Mr. ! 
only speculate about. The | 
-The CuarrMan. You are only talking about a period of 90 days Mr. | 
Mr. Martin. | should think that a freeze basis of that sort woul: The 
be desirable, and then you could immediately go into session. detailes 
The CHarrMan. Of course, the legislation that we are considering Mr. 
is on the basis that if a big emergency strikes the President acts and The 
then the Congress bas 90 days in which to decide what should o1 right t 
should not be done the Co 
Mr. Marrry. I should think that would be desirable. Mr. 
The CHarrMan. You think that would be desirable? Sena 
Mr. Martin. Yes. both s 
The CuarrMan. That is exactly what we are trying to arrive at remem 
whether we should or should not. emeret 
However, you do feel that you ought to have standby controls on vou h 
what we know here as regulations W and X? Presid 
Mr. Martin. Well, I would like to have provision for them in the of Con 
freeze legislation. Bot 
The CHatRMAN. You want them in the freeze, too? proba! 
Mr. Martin. Yes. I think probably consumer credit is more im- Mr. 
portant than real estate in those circumstances, because you do not Senati 
start a house with the same rapidity that you would go out and buy Conet 
a washing machine. on thi 
The CHarrMan. You want those credit controls, and I am inclined the ti 
to agree with you. I think we ought to prepare and know exactly If i 
what we are going to do if we get hit or if we get into a big emergency. happ 
It is not quite clear to me why you ask for standby controls on would 
credits to be used in case of a big emergency and do not ask for standby or sol 
controls on prices, wages, and rents. They are both controls. freeze 
Mr. Martin. | am not opposing emergency controls on prices, mine 
wages, and rents. I did not cover that in my statement. I am try- Ser 
ing to limit myself here to things with which Federal Reserve is pri Cong 
marily concerned. be at 
I avree with what Mr. Flemming said on that last week. provi 
The CuatrMan. You believe price, wage, and rent controls will be Id 
needed if we get into an emergency, and that the Congress will have he w: 
to act, in your opinion. The question then gets down to whether it 
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better to do it in advance—that is what you are going to do so you 

in do it quickly—or have a delay of X number of days, or X number 

weeks. 

That is the position that we find ourselves in the Congress divided 

nat the moment. The question is whether or not we ought to pre- 

are for it and know what we are going to do, or we ought to wait 
itil it strikes and then come to some decision on what we are going 
tO do 

| think that is the big question 

Since everyone, including yourself and Mr. Flemming, has agreed 

at we would have to do it if the emergency struck, and would do it, 
then why not be farsighted and decide exactly how we are going to do 

and do it in advance? 

Mr. Martin. Well, I think the difficulty there is whether it is 
possible to be that farsighted. 

The CHarrMan. Well, you know you have to freeze prices, wages, 
and rents for a period of time until the Congress would have time 
to work out the necessary legislation, do you not? 

Mr. Marri. That is the freeze bill? 

The CHAIRMAN. Yes. 

Mr. M ARTIN. Yes Well, | would prefer the freeze bill. 

The CHarrMan.' You would prefer the freeze bill to working out a 
detailed plan? 

Mr. Martin. Yes. That is my position now. 

The CHArrMAN. In other words, you prefer giving the President the 
ight to freeze immediately for a short period of time and then have 
the Congress decide under existing conditions what they ought to do? 

Mr. Martin. That is right. 


Senator Bennerr. Mr. Martin, I wonder if you realize you are on 
both sides of this in your testimony? You have said earlier, as | 
emember it, that you would prefer to see Congress act after the 
mergency—that was your first statement, as | remember it, and now 
vou have said to the chairman that you would prefer to see the 
President given the power to act without further action on the part 


of Congress 


Both sides can take comfort from your testimony and you will 
probably be quoted both ways in executive session 

Mr. Marri. I am not trying to be on both sides of the fence, 
Senator. What 1 am trying to say is that if it were considered by the 
Congress feasible—and it would not be proper for me to comment 
on that —I would prefer to have the Congress come into session at 
the time of the emergency and enact the legislation promptly 

If it is deemed by vou gentlemen not to be feasible that that could 
happen, since it is likely, as Senator Capehart puts it, that action 
would be required almost immediately—I am assuming an atom bomb, 
or something of that sort—then, of the two bills, | would prefer the 

eeze bill and have Congress immediately go into session and deter- 
mine what specific measures it wanted to enact. 

Senator Bennett. Of course, those of us who prefer to have 
Congress act rather than the President feel that this freeze idea could 
be applied very quickly without taking the time to write the specific 
provisions or a bill to last for the duration of the emergency. 

I do not want to put you on the spot but I just felt that you should 
be warned that you were on both sides. 
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Mr. Martin. I have not been trying to straddle but I have been 
trying to put it in the framework of alternatives. 

» The Crarrman. Well, Mr. Martin, I believe you said that if we 
gave you consumer credit controls at the moment, you would not use 
them; is that right? 

Mr. Martin. That is correct. 

” The Cuarrman. Then why does not the same principle apply to 
waiting until they are needed and then have Congress come into 
session and give you the authority to do it? 

Mr. Martin. You are talking about the freeze, now? 

The Cuarrman. No. You say if we give you standby credit 
controls now you will not use them because they are not needed, 

Why not, then, if they are not needed at the moment, why does 
not the same principle apply. Having C ongress wait until the “V are 
needed and then come into special session and give you the authorit) 
to do it? What is the difference between price, wage, and rent 
controls being put into effect immediately as they are needed by the 
President, and the standby authority on credit controls you want? 

Why do you distinguish one or the other? You say consumer 
credit controls are not needed at the moment and you will not use 
them, but you want the right ie use them if an emergency exists 
without Congress doing anything further than passing the standby 
laws at the moment. How can you distinguish between price, wag 
and rent controls and credit controls? 

Mr. Martin. I do not believe price, wage, and rent laws are 
needed at the moment, either. 

The CuarrMan. | know they are not, but you want us to give you 
standby control or standby authority to put into effect any time you 
want to, or at any time there is an emergency, on credit controls 
but you think maybe on price, wage, and rent controls that it might 
be better for Congress to come into session and do it. 

! think if it is good for one, it is good for the other. 

Senator Bricker. I think his testimony was to the effect that if w: 
passed a bill here, either the freeze bill or the control bill, that thes: 
provisions ought to be in the bill. 

Mr. Martin. That is what I was trying to say or the position | 
have been trying to take. 

The CHarrman. Would you be perfectly content to have Congress 
do absolutely nothing and let the Defense Production Act, as it applies 
to prices, wages and rents and credit controls, expire on June 30? 
You would then have absolutely no authority to deal with consume: 
credit. 

Mr. Martin. Of the two, I would prefer the freeze bill. 

The CHarrman. | think that is clear. I think you have mad 
yourself perfectly clear. You prefer the 90-day freeze bill and adi 
to it the right to control consumer credit during the 90 days. 

Mr. Martin. That is right. 

Senator Bricker. Let us get this straight. He prefers the freez 
bill over the other bill, and he has not yet testified that he wants tl 
freeze bill as of the present time. 

Let us not confuse the record on this thing. 

The CuHarrMan. Is that your position? 

Mr. Martin. As of the present time; yes. 
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The CuHarrMan. In other words, you do not want the freeze bill, 
and you do not want the detailed bill, either one? 

Senator Bricker. He says that is up to the Congress. At the 
present time we do not need it and if the Congress thinks we ought 
to anticipate a need, all right. Otherwise, there is no need at the 
present time. 

Mr. Martin. I am trying to leave with you that decision. 

The CuHarrMan. In other words, you are trying to say it is our re- 
sponsibility and not yours? Is that it? 

Mr. Martin. Fundamentally, I think it is, on that. 

The CuarrmMan. Now you have me a little confused. I was under 
the impression from your testimony that you would like to have us 
give you the standby authority to control consumer credits. Is that 
not true? 

Mr. Martin. No; I am not advocating standby control. I am 
saying if a freeze bill is passed, I think consumer credit ought to be 
included in it. 

The CHarrMan. Then, if the freeze bill is not passed, then, you are 
not interested in standby controls on consumer credit? 

Mr. Martin. That is correct. 

Senator Bennetr. Now I have to come back in this, Mr. Chairman. 

Mr. Martin. I want to anticipate you on one thing. 

I said if I can have it as a permanent part of the Federal Reserve 
Act. 

The CHarrMan. I am glad you cleared that up because I was 
under the impression from reading your statement and listening that 
you were advocating that we give you the authority to control con- 
sumer credit even though we did not do anything on the freeze bill, 
and that is not true. 

Mr. Martin. Oh no, that is not so. I am glad you straightened 
me out on that. 

The CuarrMan. At least, that is what I understood the testimony 
to be, and I believe that is what the audience understood the testimony 
to be. 

Senator Bricker. It was not what I understood it to be. It was 
perfectly clear all along as far as I was concerned. 

Mr. Martti. I am sorry I have been so unclear. 

Senator Busu. I think it has been very clear. 

Senator Bennett. Mr. Chairman, I would like to ask Mr. Martin 
a question or two on a completely different phase of this discussion this 
morning. 

You heard Senator Robertson discuss the idea of substituting a sys- 
tem of Government guaranties of privately made bank loans in place 
of direct Government lending. 

This, again, is a question you probably would want to answer on a 
personal basis. 

With your very thoroughly organized and farflung branches and 
organizations that cover the country thoroughly, do you think it 
would be possible for the Federal Reserve Board, with the knowledge 
of its lending members, to be useful in forming a basis on which guar- 
anties could be made on private loans as a substitute for direct Govern- 
ment lending? 

Mr. Martin. I think it could be useful, Senator, but I have hesi- 
tated encouraging drawing the Federal Reserve System into it. 
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Senator Benner’. Do you know of any other existing agency tha 
could take that job in its stride and with its present organization? 

Mr. Marri. No; I cannot say that I do. Any other existing 
agency. I am assuming now you are talking about abolishing the 
RFC, 

Senator Bennerr. That is right. That was the discussion, th 
abolition of the RFC and probably the elimmation of other Federal] 
lending agencies and the substitution for that function of a guaranty 
relationship with small banks. 

Senator Bricker. That is the V-loan measure. 

Senator Bennerr. If this were enacted, do you not think 
provisions of section 13 (b) would be involved? 

Mr. Martin. Yes, it would, and I question whether we should by 
involved in a more active program. 

Senator Bennerr. Would you like to see the present section 13 (| 
powers eliminated, then? You would like to get out of that fi 
entirely ? 

Mr. Martin. Speaking personally, I have leaned that way. 

Now, the Board I am not sure would agree with me on that because 
the section 13 (b) power has been used on a few occasions, and | 
think quite wisely and usefully, but since I have been on the Board, 
| have more or less discouraged its use, personally. 

Senator Bennerr. You would feel, again on a personal basis, that 
if the Government changed its policy and went over to a guaranty 
basis rather than a direct lending basis, you would prefer to have that 
responsibility placed in another agency of government rather than in 
the Reserve Board? 

Mr. Martin. That is my present thinking; yes, sir. 

Senator Bricker. Mr. Chairman, this bill was first enacted as : 
production bill. The primary and paramount purpose of it was to 
insure there would be an adequate supply of materials for the defens: 
and war program 

Is there any evidence at the present time that if we continue the 
allocation and procurement powers for the material needed for wa 
that the Government will not get all that it needs or can use? 

Mr. Martin. I do not see any. I think it can be handled. 

Senator Bricker. In the meantime, civilian production has pra 
tically caught up with demand. Our production facilities are such 
this country that unless there is an all-out war, it will be adequate to 
the needs, reasonably, of our domestic consumption. 

Mr. Marrin. | agree. 

Senator Bricker. And if there is an emergency of such major 
importance that the President ought to exercise immediately eme! 
gency powers, should not the Congress be called back into session? 
That is a policy question, I grant you, but I have felt all along that 
if there is such an emergency as to requjre the extraordinary use of a 
complete freeze, which is the most totalitarian utilization of Govern- 
ment power over industry and over commerce and over the public 
generally, that the Congress ought to be here and look at it in th 
light of the facts as they are at that hour. 

Mr. Marvin. That would be my judgment because I do not think 
it is possible for anybody to forecast. 

Senator Bricker. To forecast what will take place in the future, 
what our supply of consumer goods is going to be, what the amount of 
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ney t 
ation money available will be, and, certainly, the amount of credit and 
eXisting money in relation to the amount of consumer goods available, is the 
ing the thing that is going to determine prices. Congress, of course, could in 
, short time enact a complete freeze bill. 
ion. ¢] | want to say I voted with the chairman for a freeze bill at the 
Feder; beginning of the Korean episode and it is the only control bill I did 
uaran vote for. I did not think it would be manipulated as it has been, as 
put into the statute. 
At the present time, there is no need for it and we are only now 
ink | inticipating what might be a need at sometime in the future. The 
egislative power, the policy-determining power is and ought to be in 
ould b the Congress of the United States and we ought not to transfer that 
to the President. 
1] That is my position exactly on it. Any of this lending authority 
at field that might be necessary for political or other reasons for small busi- 
ness, small loans, I feel could be handled just as adequately as the 
\-loan program is by the Federal Reserve System and would be more 
becaus arefully, because you would get the maximum amount of private 
and | ontrol over credit in this country. 
Boa Let me come again to consumer credit. 1 want you to clarify the 
cord in this regard: Consumer credit, of course, covers charge 
is, that accounts and single loan payments. It referred to payments, con- 
laral sumer payments, along with the downpayments. 
ve | What proportion of the total amount of consumer credit was 
thal overed by the so-called installment credit plan which was carried 
by regulation W during the war? 
Mr. Martin. I think it is about 75 percent, is it not? 
dl a Senator Bricker. Is it that high? 
wa Mr. Youna. The installment credit is now about 70 pereent of 
left total consumer credit outstanding. Of that, you only cover in your 
regulation the amount of the credit which is extended in connection 
ue t] with the purchase of listed articles, which are subject to the regulation. 
rr \ Our estimate was that in the 1950-52 period we covered about 75 
percent of the installment credit. In other words, 25 percent of 
installment credit was somehow or other exempt from the regulation. 
pl Senator Bricker. What was the total amount in dollar value of 
uch consumer credit that was affected by regulation W? 
ati Mr. Youna. If you say that the total outstanding during the period 
involved was in the neighborhood of $13.5 billion, then in the neighbor- 
hood of $9 billion to $10 billion was covered by the regulation. 
ma Senator Bricker. In relation to the total credit of the country 
em at that time of how much, if you remember? 
ssio! Mr. Younc. The total private debt of the country was a very large 
r tl figure, if you take into account the real estate debt and the business 
e of a debt. It runs up to something in the neighborhood of $300 billion. 
ver! Senator Bricker. And what proportion of the real estate credit 
public of the country was affected by regulation X? 
n th Mr. Youna. That would be primarily the housing credit on 1- to 4- 
family houses, and the outstanding debt on those is now in the neigh- 
think porhood of $58 billion. 
During the regulation, it was around $50 billion. Such debt is 
itu being written at the rate of about $1.5 billion a month. That is new 
int of debt. That volume of new debt is being partially offset by repay- 


ments which run somewhere under a billion dollars a month. 
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Senator Bricker. There is a net increase monthly. 

Mr. Youna. The net increase in loans outstanding on 1- to 4-family 
houses has been running in the neighborhood of $6 billion or $7 billion 
per year. 

As you will recall, regulation X was limited by law to loans on 
new houses. so it is difficult to estimate just what part of the total 
outstanding, or the increase in outstandings, can properly be said to 
have been affected by the regulation. 

Senator Bricker. As the housing catches up with the need—and 
it has in many places now, and I think pretty adequately except in 
the defense areas, where atomic-bomb plants are being built and mili- 
tary camps are installed—that net increase will become less and less? 

Mr. Youne. The net increase will tend to decline under these 
conditions, but it is still currently a large increase. 

Senator Bricker. That is right, but the extension of credit has 
resulted in the building of houses. 

Mr. Youna. That is correct. 

Senator Bricker. Which was our primary need at the end of the 
war, as we all recognized. 

I think that is all, Mr. Chairman. 

The CuHarrMan. Senator Bricker and I agree in every respect on 
this matter except one, and that is that I want the President of the 
United States to freeze prices, wages, and rents—and I will certainly 
add consumer credits—the very minute that he calls the Congress 
into special session. 

Senator Bricker wants to wait until the Congress gets into special 
session and act upon these. A freeze bill is only for a period of 90 
days, and it is the intention of the bill that the Congress would decide 
whether that is needed or is not needed when they came into special 
session, and they could do anything they want to with it. I have said 
repeatedly here, I might vote against a law that would give a right to 
freeze for a year. 

But I want the President to freeze the minute he calls Congress 
into session. If you do not do that, the very fact that he calls them 
into session will accelerate the very thinking you are trying to contro! 
It will be a signal to the American people ‘that the “vy are going to get 
it and definitely going to get it within a few days or a few weeks, 
and in my opinion you can accelerate the very thing that you ar 
trying to control. 

That is the only difference. We both agree that the Congress 
must pass the legislation. Of cousre, where I disagree a little bit on 
principle is that the Congress is the one which is passing the 90-day 
freeze bill, and the Congress has the right the second day after it 
comes back in special session, if it wants to, to say there is no need 
for it. 

I have been down here 8 years, now, and it has been my observation 
that it is pretty hard to get agreement and get it very quick. 

Senator Bricker. I think we are both agreed that there should be 
and must be a continuance of all the allocation authority and stra- 
tegic materials needed in the war effort and for all procurement 
powers that are necessary to the war need. 

What with this testimony, without passing upon its validity, as to 
the shortage of ammunition, I think we ought to give every power 
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that is desired by the Defense Department to get all that they need at 
any time they need it for the defense and war programs. There is 
no question, I do not think, in anybody’s mind about that. 

Even to strengthening it, if there is any way that it can be done. 

That is all I have. 

The Cratrman. Are there any other questions, gentlemen? If 
not, Mr. Martin, we thank you. You have been very helpful to us. 

We have the nomination of Mr. Ray M. Gidney, Ohio, to be 
Comptroller of the Currency, and Mr. Glen Edgerton of the District 
of Columbia, to be a director of the Import-Export Bank, and we 
will meet with these gentlemen in open session at 2 o’clock tomorrow 
to talk to them. 

We will meet at 10 o’clock tomorrow morning to hear from the 
Department of Commerce. 

(Whereupon, at 12 m., the committee recessed to reconvene at 
10 a. m., Tuesday, March 31, 1953.) 
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TUESDAY, MARCH 31, 1953 


Unrrep States SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
Wash ington, D. C. 

The committee met pursuant to recess in room 301, Senate Office 
Building, Hon. Homer E. Capehart (chairman) presiding. 

Present: Senators Capehart, Bricker, Bennett, Bush, Payne, May- 
bank, Robertson, and Frear. 

The CHatrMAN. The committee will please come to order. 

Our first witness this morning will be the Secretary of Commerce, 
the Honorable Sinclair Weeks. You have with you Harold B. 
Corwin, Deputy General Counsel, and H. B. MeCoy, Acting Admin- 
istrator, National Production Authority. 

Mr. Secretary, do you have a statement? 


STATEMENTS OF SINCLAIR WEEKS, SECRETARY OF COMMERCE 


Secretary Werks. I am Sinclair Weeks, Secretary of Commerce, and 
am glad to have the opportunity to appear before this committee to 
express the views of the Department of Commerce on legislation pro- 
posed by Senator Capehart on the continuance of certain Government 
controls in the interest and for the benefit of our military-preparedness 
program. 

The Department of Commerce is in full accord with the official 
position of President Eisenhower to remove all economic controls im- 
posed on business by Government except those which may be necessary 
to support our military production so we may achieve the greatest 
measure of national security at home and abroad in the shortest 
possible time. 

The continuation of some limited controls over production and ma- 
terials is considered necessary for this objective. Since the admin- 
istration of production and materials controls which affect the business 
community has been delegated to the Department of Commerce, I am, 
of course, very much interested in the legislation under consideration 
by this committee. 

Since this Department will continue to administer such production 
and materials controls as may be considered necessary during, the 
next year, I want to express my views with regard to the character of 
the enabling legislation, as well as to inform your committee of our 
views with respect to how such controls will be administered under 
the policies contained in the recommended legislation. 

Dr. Arthur S. Flemming, Acting Director, Office of Defense Mobili- 
zation, and other executive-branch spokesmen have testified before 
this committee on various aspects of the pending legislation. There 
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will be no attempt at this time to go into detail with respect to pro- 
visions of the bill now before the committee or the modifications and 
proposals made by other spokesmen for the executive branch. Men- 
tion will be made briefly of the principal points which we consider 
should be a part of an extension of the Defense Production Act beyond 
June 30 next. 

It is essential that title I of the present act relating to priorities 
and allocations be extended on an immediately effective rather than 
a standby basis. The authorities contained in this title will be 
needed after June 30 in order that military and atomic-energy pro- 
duction and construction can continue to be given priority over all 
private contracts. No one will disagree with the proposition that 
nothing should interfere with this production. The allocation author- 
ity is needed not only to provide for the equitable distribution of a 
few strategic materials in short supply but also to permit us to dis- 
tribute the burden of military-preference orders equitably among 
suppliers of materials. The use of these powers will result in maxi- 
mum production and at the same time minimize the impact of defense 
procurement on the production of civilian products. 

In recommending the extension of title I of the present act, I want 
to emphasize that it is my position that the authority contained there- 
in should be restricted so that priorities and allocations will be used 
only for military and AEC production and construction, with one 
important exception. 

This exception relates to a few materials of great importance to 
military production that are now and may remain for some time in 
short supply. The military requirements, including stockpile, for 
nickel are so large that serious disruption would occur in industry 
unless we continue the present conservation measures, and allocat: 
nickel for both military and nonmilitary purposes. 

To so restrict the use of title I powers to military production, repeal! 
is recommended of sections 701(c), 714(f)(3) and 714(f)(4) of title | 
of the Defense Production Act and the addition of a new section 
reading: 

The powers granted in section 101 shall not be used to control the general 
distribution of any material in the civilian market unless the President finds (| 
that such material is a scarce and critical material essential to the national defen 
and (2) that the requirements of the national defense for such material cannot 
otherwise be met without creating a major dislocation of the normal distribution 
of such material in the civilian market to such a degree as to create general 
hardship. 

On the expectation that title I of the present act would be extended, 
and with the concurrence of the President, the Department of Com- 
merce formulated and issued regulations on a new control system 
designed to assist military and AEC production after July 1 next 
We have called this the defense-materials system. It was necessar) 
to issue regulations under this proposed system at this time because 
of the long lead-time involved in the delivery of materials for militar) 
production after June 30. 

Dr. Flemming has already given this committee a brief outline of 
the salient features of the defense-materials system, and I shall not 
attempt to repeat them here. The ‘“defense-materials system” ma\ 
be defined as briefly (1) a limited control system for assuring deliveries 
of enough steel, copper, and aluminum to meet the requirements of the 
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Department of Defense and Atomic Energy Commission after June 
) next; (2) a system for spreading the military- production impact 
equitably over affected industries; ‘and (3) a mechanism for le nding 
special assistance wherever necessary to break production “bottle- 
necks” and expedite military and AEC production and construction. 

also recommend the extension of title II] of the present act as 
contained in S. 753. This title provides authority for grants of 
financial assistance and loans to private enterprise for the expansion 
f capacity and production of essential materials; to expedite produc- 
tion and deliveries or services in carrying out national-defense con- 
tracts; and the purchase of materials for Government use; the en- 
couragement of exploration and development of critical materials; 
installation of equipment and facilities in Government-owned plants 
and of Government-owned equipment in private plants. 

In the past 2 years we have made great strides in increasing our 
capacity to produce basic materials and facilities for the produc tion 
or military end products. Although much of this expansion has been 
through private investment, nevertheless, the authority contained in 
the title has brought into being many needed critical facilities. Con- 
tracts have been made which have increased the output of strategic 
materials which private industry could not have been expected to 
finance under prevailing conditions. The long-term contracts have 
served to open up resources, especially in strategic materials, which 
would have involved too great risks for private companies to under- 
take with dependence upon the short-run commercial market. Many 
new plants have been constructed by private investment, with the 
Government installing Government-owned machinery for the produc- 
tion of military items. To insure the flow of essential materials and 
to round out and to make the necessary expansion in our mobilization 
base, the authority in this title will be needed after June 30. 

Section 305 of title III of S. 753 will continue for another year the 
Small Defense Plants Administration as presently authorized by the 
Defense Production Act. The Congress and the executive branch 
are now engaged in formulating a more effective program dedicated to 
the welfare of small business. The Department of Commerce, if 
requested, will wholeheartedly make its facilities for fostering, pro- 
moting, and developing industry available to any such program. 

| am opposed to the continuance of price and wage controls on any 
basis. It is my opinion that such controls are both unnecessary and 
undesirable. We believe that this country is « ‘apable of taking prompt 
and effective action in the event of an emergency requiring such 
controls. 

We are not commenting on the extension of rent controls. It may 
well be that in certain critical housing areas it may be desirable to 
have some control for a limited period of time. I prefer to leave this 
subject to those who are more closely affected by this problem and 
who have testified or will testify before this committee. 

In connection with the responsibility of the Department of Com- 
merce in administering production and materials controls, we will 
have a continued need for the services of experienced businessmen in 
our operations. For more than 2 years the National Production 
\uthority of the Department has administered production and ma- 
terials controls over a very large segment of American industry. 
One of the prime elements of success in this endeavor has been the 
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large number of men from industry who have served the Governmen; 
without compensation in administrative positions. Their services 
have been invaluable, and the results that were achieved could no; 
have been accomplished without their help. 

This system should be continued. We should like to have our 
industry divisions, so far as possible, headed by e xperienced executives 
from the various industries on a rotation basis. It is almost impossib|i 
to acquire this type of industrial talent if individuals must resign from 
their companies, dispose of their stock or ownership, and forfeit their 
pension rights. We therefore request the continuation of this 
authority. 

It is also suggested that authority be continued to establish and 
maintain the so-called supergrade positions, GS-16, 17, and 18. W, 
hope to be able to continue to attract and hold capable men and women 
on a salary basis in our organization. Inability to compensate ke 
people at rates higher than those provided at GS-15 would deny th 
services of many able people to the Department of Commerce and 
other agencies that may be engaged in the defense-mobilization 
program, 

Under the general policy direction of the Office of Defense Mobili- 
zation, the Department of Commerce is prepared to undertake the task 
of planning the development and administration of the control orders 
and regulations which would be required in the event of all-out mobili- 
zation. This task would entail the development of effective limita- 
tion, conservation, allocation, and scheduling orders on individual 
products and materials and refined over a period of time in coopera- 
tion with the established industry advisory committees of the De ~~ 
ment. In addition, the Department would undertake, again i 
cooperation with its industry advisory committees, to provide thi 
ODM with the necessary flow of information that it needs to permit 
central direction of the resources of the Nation in the event of all-out 
mobilization. 

Carrying on these two operations simultaneously would assure thc 
integration of all-out mobilization planning with the control system 
needed to carry out decisions made in time of crisis. It was the lack 
of this integration between program planning and the control machin- 
ery necessary to carry out policy decisions which was a major contrib- 
uting cause to the long delays in directing the resources of the Nation 
in World War II. 

[t is our judgment that a cooperative effort between the Department 
of Commerce staff and industrial management who have had experi- 
ence in living under controls could develop simpler and more effective 
controls designed to mobilize the Nation’s resources with a minimum 
delay in the event that international developments make it necessary 

It is my purpose to revitalize existing statutory functions of the 
Department of Commerce. As a result of orderly planning for busi- 
ness, in cooperation with business, there will be no occasion for a dis- 
orderly scramble to establish and get into operation a league of asso- 
ciated agencies for emergency ope ‘rations. Operation of whatever 
production controls are necessary—in time of peace—or war—by the 
Department of Commerce, in accord with policies established by the 
Congress and the policy agencies, will be your guaranty of efficient and 
effective administration, 
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This concludes my formal statement. I shall be glad to answer any 
questions that the committee may wish to ask me. 
| will comment on some of the items in which the Commerce Depart- 
ment is interested. . 

The Commerce Department approves the elimination of controls 
and the manner in which the elimination has been handled. 

We in the Department of Commerce administer the operation and 
we are therefore very much interested in it. 

As for future legislation, referring to legislation that is being dis- 
cussed, we want to see extended for defense needs only title I of the 
act. It is S. 753. We wanted to see title I extended, but only for 
defense purposes, except applicable to certain materials in short 
supply, which are five in number, and I think that is about all we 
would want to comment on in respect to materials. 

This title, if extended, will help in this matter of short materials, 
and it will help, too, in the proper distribution of defense orders so 
that the economy may proceed along normal lines without being too 
much upset and disturbed by whatever the defense picture may be. 

We do recommend that in title I there be eliminated sections 701 (c) 
714 (f) (3) and (4). We should like to see those sections eliminated. 
As I have said in my statement, we suggest the addition of a new 
section reading: 

The powers granted in section 101 shall not be used to control the general 
listribution of any material in the civilian market unless the President finds (1) 


such material is a scarce and critical material essential to national defense and 


2) that the requirements of the national defense for such material cannot other- 


: be met without creating a major dislocation of the normal distribution of 

( oh material in the civilian market to such a degree as to create general hardship. 

katie that title I may be retained in such legislation as may be 
enacted, we have, with the concurrence and approv ‘al of the Preside nt, 
issued what we call the defense materials system, aad we have take n 
this action so that there may be an orderly procedure after July 1. 
We have taken the action because of the long lead time involved in 
some of the materials for military production ‘after June 30. 

Title III of the suggested legislation, S. 753, provides for the 
extension of power to make loans for defense production capacity, 
for the purchase of materials, and for other purposes. 

This title we approve and believe should be extended. 

There is also a section 305 which refers to the Small Defense Plant 
activities. 

Senator MayBank. Mr. Secretary, might I ask a question here? 

You suggest retention, of course, of the Small Defense Plants. 
Did you hear the discussion that took place before this committee 
about who should do the financing: as to whether it should be the 
RFC, or whether it should be Small Defense Plants, themselves, or 
whether it should be some new agency? 

Secretary Werks. I was just coming to that. I was going to make 
mention of our suggestion that section 305 continue for another year 
as presently authorized by the Defense Production Act. 

Now, there is in Congress, and I think in both branches, some 
suggested legislation dealing with this whole small-business ac tivity 
on the part ‘of the Government. I think there is great opportunity 
to do the job better and to eliminate a lot of duplication. 


30216—53—pt. 4——-1 
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When you come down to the loaning question which you jus 
mentioned, Senator 

Senator Maysank. The reason I asked that was, the other day the 
Acting Administrator of Small Defense Plants was here. However. 
he did not make any specific recommendation. He said it could be 
done in several ways. For instance, they could make the loans them- 
selves. They could continue to make them through the RFC, with 
their recommendation, or they could set up a new agency, but I never 
could find out exactly what he thought ought to be done. 

Secretary Werks. There have been several suggestions about loan- 
ing to small business, which I assume will be continued, at least for 
the present. If RFC is continued in business, that is one method. 
lf RFC is not in business, the suggestion has been made that it might 
be done under the aegis of the Treasury, but the mechanics possibly 
being handled by Reserve banks, Federal Reserve banks throughout 
the country. 

There have been several suggestions. Personally, if you want to 
know what I personally favor, I would favor the lapsing of the RFC 
and a continuation of this small-loan function throughout the Treas- 
ury and/or the Reserve banks in some manner so as to take care of 
whatever is necessary in this particular field. 

Does that answer the question, sir? 

Senator MaysBank. Do you have any idea that the administration 
is going to have any definite plan? I do not know that that is a fair 
question. I would not want to ask anything that is unfair, but we 
have heard the RFC is going to expire next year automatic ally. We 
have heard that from the House committee, and I understand the 
President feels that way, too. 

However, something must be substituted for it. If we are going to 
keep the Small Defense Plants we will have to have some financing 

Secretary Werks. On the question of the RFC, I am not prepared 
to comment at this time. I would rather the administration would 
state its position as to loans for small business. If they are not 
carried on in the RFC, I personally believe that in this legislation we 
have discussed a Small Business Agency or Administration with 
possibly Commerce providing the operational features and the Treasury 
providing the loaning features in some manner, the details not yet 
having been disc ussed, but the resolving of that. question, I think, is 
under discussion in several bills that are before Congress, ‘today. 

Senator Maypank. I do not believe we can resolve the question 
now, but sometime shortly we may have something definite. 

Senator Frear. Mr. Chairman, I do not want to continue with 
questioning, but what I have is pertinent to the line of thinking 
right now. 

May I ask a question of the Secretary? 

The CHAIRMAN, Senator Frear. 

Senator Frear. Following up the question of Senator Maybank, 
Mr. Secretary, do you or do 1 you not have a section of the Department 
of Commerce dealing with small business? 

Secretary WEEKs. Small business is dealt with in one way or another 
in about five different departments. We have in the National Pro- 
duction Authority a small agency that concerns itself with smal! 
business, but there are, I think, a total of about five departments or 

agencies where small business is being dealt with. 
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Senator Frear. One of them is in your Department; is it not? 

Secretary Werks. Yes. 

Senator Frear. The others are outside of your jurisdiction? 

Secretary Werks. That is right. 

Senator Frear. Is there anything handled by other agencies 
dealing with small business that your “department could not handle? 

Secretary Wrrxs. None except possibly the loaning feature. 

Senator Frear. Nothing except financing? 

Secretary Wrrxs. We can handle everything except the loaning 
features, in my opinion, and that is what I hope may eventually come 
about. 

Senator Frear. I gathered from your answer to Senator Maybank’s 
question that you were apparently not too strong for a continuation 
of the SDPA. 

Secretary Werks. I will put it this way: i personally think except 
for the loaning feature, the financing feature, that eventually all 
activity relating to small business, big business or any business, 
ought to be handled by the Commerce Department. 

Senator Frear. You feel that your section of the Department of 
Commerce is just as well qualified to recommend to a lending agency, 
be it the RFC, the Treasury, or the Federal Reserve, or any other 
present Fe \deral agency? 

Secretary WEEKs. Definitely. If it is not, it may be made so 
very quickly. 

Senator Frear. Is there a duplication of work in the Federal 
Government to assist small business? 

Secretary Werks. Very much so, in my opinion. 

Senator Frear. Is it an expense to the Federal Government, this 
duplication? 

Secretary Werks. Do you mean does it cost more money? 

Senator Frear. Yes. 

Secretary Werks. Yes. 

Senator Frear. Could we not save money by reducing the number 
of agencies? 

Secrets ury Weeks. I am very certain we could. 

Senator Frear. Is not your agency probably set up to do it as 
economically as any other agency? 

Secretary Werks. | believe e so. 

Senator Frear. I am not giving testimony for the Secretary of 
Commerce, at all, I am trying to keep myself well informed. 

Secretary Werks. Mr. Chairman, I think the Senator is being very 
helpful to the Secretary of Commerce. 

Senator Busa. Mr. Chairman. 

The CHarrMAN. Senator Bush. 

Senator Busu. Following the Senator’s line of inquiry, you say that 
you excluded the possibility in the event of a continuing lending or 
loan assurance to operation by your Department. You say the 
Department of Commerce is equipped to handle all these things except 
that. 

Why would you except that? Why could not this whole thing be 
united in one place? Why should the lending authority necessarily 
be put some place else? 

Secretary Werks. Well, Mr. Chairman, I answered the Senator’s 
question in this manner: As far as approving or advising on a loan is 
concerned, if a loan is to be made, I think Commerce can do that. 
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When I spoke, I was thinking more of the fact that the mechanics of 
financing could better be handled by some other agency—Treasury 
the Reserve Bank or whatnot. But so far as making the decision as 
to whether a loan should or should not be made, I think Commerce 
could do that as well as it could handle the other functions. 

Senator Busu. If the thing boiled down to some sort of a plan 
where everything was eliminated, let us say, except the Small Busi- 
ness Administration, which would have approving authority, 
guarantor position in connection with loans that might be made, to 
assist the banking system to attain the objectives that you have 
mentioned in here—namely, for the expansion of capacity and pro- 
duction of essential materials and carrying out national defense and 
all those objectives. It seems to me it is worth considering, that 
they might all be in one place, that the whole thing might be in one 
place— the lending agency and the approving agency, if it is necessary 
to have one. 

Secretary Wrpxs. Senator, there are two or three bills before the 
Congress, the Senate and the House, and this whole question is one 
to which our Assistant Secretary of Commerce, Mr. Schaeffer, 
Assistant Secretary for Domestic Affairs, has been giving a great deal 
of time and attention, and I think there ave some very helpful sug- 
gestions embodied in this proposed legislation which would eliminate 
the duplication and save some money and do just as good a job. 

I may only say again, as far as the operation is concerned, as far 
as doing a job is concerned, Commerce ean do it all, in my judgment, 
except insofar as the work relates to the mechanics of handling the 
loan, and so on. 

Senator Bus. Handling money? 

Secretary Weeks. Yes. There I think the Treasury and/or the 
Reserve banks might have to be brought into the picture. I am 
always assuming, for the sake of argument, that the RFC is not in 
the picture. 

Senator Ronerrson. Mr. Secretary, I understand in your prepared 
statement that you have indicated that you think you could do a 
better job for small business than the Small Defense Plants Adminis- 
tration, or whatever the name of it is, has been doing, and you there- 
fore recommend we do not continue that authority? 

Secretary Weeks. I may only answer that question by saying that 
it becomes involved in this legislation relating to small business, and 
again I say my judgment is that Commerce ought to handle every 
phase of small business except the mechanics of any loan function. 

Senator Ronertson. I am prepared to agree with you, but I just 
want to make sure that we understand your position, and that the 
committee understands it. You recommend we do not continue that 
part of the Defense Production Act. Is that correct? 

Secretary Werks. That is my personal view. 

Senator Ropertson. On page 5 of your prepared statement you 
make this statement: 


I am opposed to the continuance of price and wage controls on any basis. 

That means you are opposed to a Capehart bill which provides for 
a 90-day freeze on prices and wages? 

Secretary Weeks. Let me answer that in this way: I am not op- 
posed to the Capehart bill. I am opposed, generally speaking, to 





wage and 
nor am I 
control w 
| think it 
operate ir 
sider proy 
involved 
Administ 
a 90-day 
enough te 
Senato 
as to whe 
the Adm 
when yor 
quick fre 
rather er 
We beli 
I don 
Congress 
that you 
if an em 
action tl 
Secret 
on that 
Senat 
just a li 
Secret 
my belli 
freeze si 
The ¢ 
wage co 
emerger 
Secre 
The ¢ 
they ar 
Secre 
The ¢ 
get into 
Secre 
Senat 
clarify | 
Sena' 
Co. dat 


Perha 
the lack 
Today 
ration | 
tissue ps 
Now, 
ployees, 
above. 
the Unit 
If the 
made tc 
invitati 





anics of 
"easury 
ision as 
mmerce 


a plan 
li Busi- 
rity, 
ade, to 
u have 
id pro- 
ise and 
7, that 
in one 
cessary 


ore the 
is one 
iaeffer, 
at deal 
ul sug- 
minate 
b. 

as far 
rment 
ne the 


Wr the 
I am 
Te) in 


pared 
do a 

ninis- 
her 


r that 
, and 
Very 
on. 
just 
the 
that 


you 


STANDBY ECONOMIC CONTROLS 1499 


wage and price controls. If an emergency arises, I do not believe in, 
nor am I for standby controls. If an emergency arises, some form of 
control would, of course, have to come into the picture, undoubtedly. 
I think it is up to Congress to decide how fast they think they can 
operate in such an emergency. If they need a period in which to con- 
sider proposed controls or what not, then there may have to be a freeze 
involved in the picture. I would take my stand, naturally, with the 
Administration, which certainly is not opposed to such a freeze, such 
a 90-day freeze, if the Congress does not think it can operate fast 
enough to do it in any other way. 

Senator Ronerrson. That is just the point I am trying to develop 
as to whether you take a position with the Administration or against 
the Administratkon. Your language there to me was rather clear 
when you said you opposed price and wage controls on any basis. A 
quick freeze is one basis, and that is the ( ‘apehart second bill. You 
rather emphasize that and explain it in the following language: 


We believe that this country is capable of ts king prompt and effective action. 


I do not know just how the country would take it, but that includes 
Congress—we are part of the country—and I assume that you meant 
that you are against any kind of controls including quick freeze, and 
if an emergency arose you think there would be plenty of time to take 
action then? 

Secretary Werks. I take my stand with Mr. Flemming’s testimony 
on that question, Senator. 

Senator Ropertson. That backs off from what you have said here 
just a little bit, with all due deference. 

Secretary Weeks. I am making a statement there with regard to 
my belief on wage and price controls. I did not intend to involve the 
freeze situation in those remarks. 

The CuarrMan. Did you have in mind in that statement price and 
wage controls at the moment, and not as they might be needed in a big 
emergency? 

Secretary Werks. That is right. That is correct. 

The CuarrmMan. You feel that at the present time you do not think 
they are needed? 

Secretary Weeks. That is correct. 

The Cuarrman. But you are not saying they are not needed if we 
get into a big emergency? 

Secretary Werks. That is right. 

Senator Ropertson. I am clad we gave you an opportunity to 
clarify your position. 

Senator Bricker. I have a letter here from the Chillicothe Paper 
Co. dated March 27, 1953. It says: 

Perhaps Congress has not yet had time but many of us are disappointed at 
the lack of progress in cutting down the, Federal Budget. 

Today I received a request from the so-called Small Defense Plants Adminis- 
ration asking us if we would be interested in bidding on 270,000 rolls of toilet 
tissue paper. 

Now, we would be considered a small plant because we have about 350 em- 
ployees, but we have no need at all for any such organization as the one mentioned 
above. In looking over their booklet I notice they have 17 offices scattered over 
the United States, and I suppose every office is fully staffed with many emplovees. 

If these people had looked in a paper directory they would see that we never 
made toilet tissue and would, therefore, not be interested in the quartermaster’s 
invitation to bid, to which they refer. 
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We have no trouble getting information from the New York quartermaster 
about paper items in which we might be interested, and for the life of me I can 
see no need at all for this ‘Small Defense Plants Administration. 

This is just one of the many things that it seems to me Congress should cut 
down 100 percent—not just reduce the activities, but eliminate them entirely 

Last night I was reading an article in the Reader’s Digest about the tremendous 
number of civilian employees we have scattered all over the world, and I venture 
to say 90 percent of them could be brought home, and removed from the public 
payroll. 

I hope Congress in reducing the budget will not use a penknife, but use an ax, 
and eliminate these many useless Federal agencies. 


I think that position is more or less consistent with the position 
your predecessor took, and from your testimony that I heard here this 
morning, I think it is consistent with your position. 

Secretary Wevks. I think so. 

Senator Bricker. I would like to have the letter made a part of the 
record. 

The Cuarrman. Without objection, the letter will be made a part 
of the record. 

(The letter referred to follows:) 

Tae CuiturcotHe Paper Co., 
Chillicothe, Ohio, March 27, 1953. 
Hon. Joun W. Bricker, 
United States Senate, Washington, D. C. 


My Dear Senator: Perhaps Congress has not yet had time, but many of us 
are disappointed at the lack of progress in cutting down the Federal budg«! 

Today I received a request from the so-called Small Defense Plants Adminis- 
tration asking us if we would be interested in bidding on 270,000 rolls of toilet 
tissue paper. 

Now, we would be considered a small plant because we have about 350 em- 
ployees, but we have no need at all for any such organization as the one mentioned 
above. In looking over their booklet I notice they have 17 offices scattered over 
the United States, and I suppose every office is fully staffed with many employees. 

If these people had looked in a paper directory they would see that we never 
made toilet tissue and would, therefore, not be interested in the quartermaster’s 
invitation to bid, to which they refer. 

We have no trouble getting information from the New York quartermaster 
about paper items in which we might be interested, and for the life of me I can 
see no need at all for this Small Defense Plants Administration. 

This is just one of the many things that it seems to me Congress should eut down 
100 percent—not just reduce the activities, but eliminate them entirely. 

Last night I was reading an article in the Reader’s Digest about the tremendous 
number of civilian employees we have scattered all over the world, and I venture 
to say 90 percent of them could be brought home, and removed from the public 
payroll. 

[ hope Congress in reducing the budget will not use a penknife but use an ax, 
and eliminate these many useless Federal agencies. 

Yours very truly, 
Austin P. Story, President. 

The Cuarrman. I understood from your testimony that we should 
continue the Small Defense Plants Administration for 1 year, is 
that correct? 

Secretary Werks. I say, “Section 305 will continue for another 
year the Small Defense Plants Administration. The Congress and 
the executive branch are now engaged in formulating a more effective 


program”’—that is the program we have been talking about in this 
legislation. 


The Cuarrman. Are you in favor of continuing the Small Defense 
Plants Administration for 1 year? 

Secretary Werxs. No. I am in favor of consolidating all these 
small business activities under one head. 
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Senator Ropertson. That was Mr. Sawyer’s position when we 
first had this matter up, and if he had made some recommendations 
here is no telling what authority we would have finally put in that 
bill for small business. They could have operated entirely independent 
of the Department of Commerce, or of the Department of Defense, in 
channeling contracts and everything else. We made many hasty 
amendments at the recommendation of Secreatary Sawyer, who like 
yourself was a pretty good sound businessman. 

Senator Frear. Mr. ¢ ‘hairman, I hope this question is not entirely 
irrelevant, but what would be your opinion of a central lending 
institution for equity capital for small business using private money, 
but which now the National or State banks cannot make because of 
statutes or restrictions by law? 

Secretary Wunxs. That is a question I have not particularly 
thought about. I can answer it this way, that I am in favor of private 
lending, en unless it is essential and necessary for the economy 
to allow the Government to participate in lending. 

That particular suggestion you made I have not given any thought 
to. That involves quite a long discussion of the subject of lending, 
which I do not know if you want to get into at this time. 

Senator Frear. I can appreciate that, but I thought perhaps in 
your thinking along the lines you have testified this morning, that the 
idea might have come into your mind and you might have some per- 
sonal reflection on it. 

Secretary Weeks. Generally speaking, I think the RFC lending 
program should be allowed to lapse; that the loans to small business 
be allowed to continue for the present under the general setup that I 
have attempted to describe this morning. 

Senator Frear. That is, loans to small business with Government 
money? 

Secretary Werks. Yes. 

If any arrangement can be worked out to do the job with private 
funds, that is so much the better. 

Senator Bricker. The only justification for the lending of money 
to any business for capital assets is that there is not incentive at the 
present time for private money to go into business, and the best 
answer to that would be some reduction in taxes and some relief to 
small business in the tax field? 

Secretary Werks. That is right. 

The CuarrmMan. Mr. Secretary, you have described here a new 
defense materials system that you recommend be set up. You are 
asking for authority to allocate materials to the Defense Establish- 
ment, and then you describe it as a defense materials system. 

Coulu you tell us exactly how that is going to work? 

Secretary Werks. Well, Mr. McCoy, who heads the NPA, is here, 
and this is simply designed to carry on whatever functions may be 
necessary for defense or for the allocation of these short supply mate- 
rials after July 30. 

The Cuarrman. Let me see if I understand your proposal here in 
general. Then, I think we would like to have a little more detail 
concerning it. You are asking for authority, first, to make certain 
that the defense establishments get all the materials that they need, 
and then if there is not sufficient left over of any single material or 
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groups of materials, then you want the authority to allocate them to 
civilian use. Is that correct? 


Secretary Werks. Yes. 

The Cuarrman. And to that end you have set up what you call a 
new system, the defense-materials system? 

Secretary Weeks. Yes. 

The Cuarrman. Mr. McCoy, you are going to tell us how that is 
going to work? 

Mr. McCoy. I will be glad to, Mr. Chairman. 

The Cuatrman. I think we would like to know a little something 
about that at the moment because we, no doubt, will be getting a lot 
of inquiries from our constituents if that plan is put into effect and 
starts working. 

Mr. McCoy. As you know, Mr. Chairman, we have had previously 
in effect the controlled-materials plan by which copper, steel, and 
aluminum were allocated to not only defense production but to the 
entire civilian production using such materials. That will cease to be 
a control program on June 30 next, and assuming that the Congress 
will extend title | containing authorities for priorities and alloc — 
we have set up the defense-materials system, to take effect July 
the assumption that Congress provides the authority. 

This system is related exclusively to assisting military and atomic 
energy production and construction, to prov iding a method where!) 
contracts for military and AEC construction and production take 
precedence over all private contracts, both with respect to production 
and scheduling, for delivering and for materials, and it will provide 
a system of spreading the impact of that military production over 
industry in order that there will be a minimum dislocation to anybody's 
business in connection with defense production. 

Then, as we have stated here, there are a few materials that are in 
short supply that are very critically needed in the defense program 
We will use the allocation program in a limited way to provide 
important military and AEC needs for those materials, and then, 
because the requirements are so great for military, we will distribute 
the balance to industry. 

The Cuarrman. How are you going to do that? 

Mr. McCoy. These allocations which we have for scarce materials, 
of which nickel is a good example 

The CuarrmMan. Let us just use one example, because the same 
formula would apply to all others. 

Mr. McCoy. Nickel is a good example. 

We control at the source the use of the nickel metal by what is 
called a melt sheet operation in which the uses of nickel for the military 

and atomic energy program are determined and are channeled to those 
uses by order and by regulation, and then, taking the requirements for 
all other production for nickel and allocating it to those uses through 
controls, to distribute the balance that remains after military needs 
are met to all of the users. 

The CuarrMan. Now, let us just say there are 10,000 users of nickel. 
I presume there are more. How are you going to arrive at a proper, 
equitable distribution between the 10,000—let us say there are just 
10,000; there are possibly more—how are you going to arrive at an 
equitable distribution among those 10,000 users of nickel? 
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Mr. McCoy. I can describe it this way, Mr. Chairman: About 
half of the nickel supply goes into nickel-bearing steel. We allocate 
nickel to the steel mills to produce nickel alloys for both defense and 
civilian use. Then we put use restrictions on nickel alloy steel and 
require people to use only certain amounts for certain purposes. 

The CuarrMan. We have been talking about nickel, but there are 
other categories. 

(re you going to say to a given user of nickel and these other critical 
materials that you can only build X number of units each quarter? 
Is that the way you are going to do it? 

Mr. McCoy. No, sir, it is only on the use of the material which 
contains nickel. 

Now, largely, we restrict the use in industry—outside of military 
restricting the use to the users by conservation orders, prohibiting the 
use of nickel in a great many applications. So through the use 
restrictions, prohibiting its use except for vital functions, and allocat- 
ing enough materials at the production level to meet those demands, 
then those who can use nickel and need it have enough nickel to meet 
their requirements for production. 

The CuarrMan. Let us say there are 10,000 in that category How 
are you going to arrive at a fair and equitable distribution among the 
10,000? 

Mr. McCoy. That is arrived at this way: If the statistics are cor- 
rect and the 10,000 users—the total amount of use comes to a certain 
figure. 

The CHarrMan. Where do you get the statistics, from the users? 
Ifa user says, “I was using a year ago 10,000 pounds,” then you might 
cut him down to 7,500? 

Mr. McCoy. Not individually This, I might say, Mr. Ch airman, 
is a very complex order. It is the most complex distribution system 
we have. Generally speaking, we provide enough nickel-bearing 
material to meet most of the demand from those who use nickel. 
There is not enough, that is true, but the distribution system carried 
out by the processors of nickel-bearing materials spread their produc- 
tion and their sales equally over the customers. 

The CuarrMan. What other materials at the moment are in critical 
supply that will come under this new defense materials system plan? 

Mr. McCoy. Cobalt, tungsten, molybdenum, and columbium. 

The CuarrMan. Any steel? 

Mr. McCoy. No, sir; no steel. 

The CHarrMan. Any type of steel? 

Mr. McCoy. No, sir. 

The Cuatrman. Aluminum? 

Mr. McCoy. No, sir. 

The CuarrMan. Copper? 

Mr. McCoy. No, sir. 

The CuarrMan. Not copper? 

Mr. McCoy. No, sir. 

The Cuarrman. There is sufficient copper at the moment for all 
needs? 

Mr. McCoy. Well, I would not answer that categorically by saying 
there is sufficient copper for all needs, but we do not propose to control 
the distribution of either steel in any form, copper in any form, or 
aluminum in any form to the nonmilitary production. 








1504 STANDBY ECONOMIC CONTROLS 


The Cuarrman. But you are going to see that the military gets || 
the steel they want at all times. 

Mr. McCoy. They will have priority over all other users. 

The CuarrmMan. The balance you will just leave open? 

Mr. McCoy. We will leave it to the free market. 

Senator Busu. You must feel there is plenty of it to prevent their 
marking up the price pretty fast. If they mark it up on the free 
market, they will mark it up on the Government. 

Mr. McCoy. It is our feeling that the total supply of steel, copper, 
and aluminum will be sufficient to meet most of the demand. There 
may be some shortages here and there, but it will meet most of the 
demand most of the time for those materials. 

Senator Frear. Do I understand, Mr. Chairman, that there are 
only four minerals that are on your list? 

Mr. McCoy. Five. 

Senator Frear. Columbium, cobalt, nickel, and molybdenum and 
tungsten? 

Mr. McCoy. Yes. ’ 

The CuarrmMan. How serious would it be if a big emergency or a 
big war started tomorrow, with regard to the things you are control- 
ling now? 

Mr. McCoy. We would be in serious trouble, particularly on 
nickel. 

The Cuatrman. You would think under those circumstances, then, 
that you would have to act and act very quickly? 

Mr. McCoy. Very fast. 

The Cuarrman. Very quickly? 

Mr. McCoy. Very quickly. 

The Cuarrman. If you will turn to page 3 in your statement, 
Mr. Secretary, you state, ‘“T'o so restrict the use of title I powers to 
military production, repeal is recommended of section 701 (c)’’ of the 
proposed legislation, 5. 753—or is that in the present act? 

Secretary Werks. That is the present act. 

The Cuarrmay. What is section 701 (c)? 

Secretary Weeks (reading): 

Whenever the President invokes the power given him in this Act to allocate or 
approve agreements allocating any material to an extent which the President 
finds will result in a significant dislocation of the normal distribution in the 
civilian market, he shall do so in such a manner as to make available insofar as 
practicable for business and various segments thereof in the normal channels of 
distribution of such material, a fair share of the available civilian supply based 
insofar as practicable upon the share received by such business under normal 
conditions during a representative period preceding June 24 and having due 
regard to the current competitive position of established business: Provided, That 
the limitations and restrictions imposed on the production of specific items shall 


not exclude new concerns from a fair and reasonable share of total authorized 
production. 


The Cuarrman. Now you want to strike that out? 

Secretary Weeks. That relates to civilian consumption and we 
want to strike that out, p 

The CuarrmMan. You want us to leave that up to your judgment? 

Secretary Werks. Yes, sir. 

The Cuatrman. What is section 714 (f) (3) of the same act? What 
are subsections (f) (3) and (f) (4)? 

Secretary Weeks. Do you want to summarize that? 
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Mr. McCoy. Section 714 (f) (3) reads: 


Whenever materials or supplies are allocated by law, a fair and equitable per- 
centage thereof shall be allocated to small plants unable to obtain the necessary 
materials or supplies from usual sources. Such percentage shall be determined by 
the head of the lawful allocating authority after giving full consideration to the 
claims presented by the Administration. 

The CHarrMAN. What is section 714 (f) (4)? 

Mr. McCoy. Section 714 (f) (4) reads: 

Whenever the President invokes the powers given him in this Act to allocate, 
or approve agreements allocating, any material, to an extent which the President 
finds will result in a significant dislocation of the normal distribution in the civilian 
market, he shall do so in such a manner as to make available, so far as practicable, 
for business and various use segments thereof in the normal channeling of distri- 
bution of such material, a fair share of the available civilian supply based so far as 
practicable, on the share received by such business under normal conditions during 
a representative period preceding June 24, 1950: Provided, That the limitations 
und restrictions imposed on the production of specific items should give due 
consideration to the needs of new concerns. 

The CuHatrMAN. You are going to do that; are you not? You are 
going to be fair to everyone; are you not? 

Mr. McCoy. The reason for these two provisions of title I, stated 
in the present act, is merely to be sure to restrict the priorities and 
allocation powers that we recommend to providing assistance only to 
military and atomic energy production, and not being required under 
any cire umstances to distribute such materials to the civilian ec onomy. 

The Cuarrman. In other words, what you are proposing and what 
you want us to propose in this law is that you only be given authority 
to give the military all it needs and let the tail go with the hide on 
the balance? 

Mr. McCoy. And to tell you that with respect to about five 
critically short materials, we will allocate those materials. 

The CHarrmMan. At the moment? 

Mr. McCoy. At the moment. We are now and will continue for 
a few months. 

The CHarrMAN. Suppose you get a series of little emergencies here 
over the next year that would throw other categories in addition to 
these five into the critical area, then what? 

Mr. McCoy. Mr. C cites that would be, I suspect, up to the 
Congress to consider whether or not we should go back into full con- 
trols. 

The proposition here is that from here on we believe it is necessary 
to use priorities and allocation powers to further the military effort, 
the military production, and that the Government should no longer 
continue to control the level of production of civilian items. 

The CHarrmMan. We can agree with you 100 percent unless the 
military gets to the point where it is taking a percentage, such a large 
percentage, that the balance left is not sufficient to go around. 

I believe I am right in this. I think we, as the Congress, want to 
make sure that every manufacturer, both little and iarge, every 
businessman in America, gets his just share. I believe wedo. Maybe 
I am wrong. 

Secretary Werks. Mr. Chairman, this new addition of a new sec- 
tion, our counsel, Mr. Corwin, points out, does not limit it necessarily 
to the five materials mentioned. You have the last thing in the dis- 
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cretion of the President if you have a scarce material that does come 
up later on, 

The CuarrmMan. How badly would it hurt you if he left those three 
sections in? 

Secretary Wexks. I do not think it would cripple us, but it would 
go contrary to the expressed intent of the whole procedure to get rid 
of controls and have no controls exc ept insofar as these scarce mate- 

rials are concerned, and insofar as the defense and the atomic-energy 
operation is concerned. 

In other words, the more you leave in, the more you tend to keep 
the controls in being that we want to eliminate and get rid of. 

The Cuarrman. Well, no one wants controls. We want to get 
rid of them and we are getting rid of them. You are asking that 
we give you the right to make certain that the military gets all it 
wants before anybody gets anything. 

Now, under those circumstances, I think we want to make certain 
that the balance left over is equally distributed among all of our 
business units in America, and that seems to me to be what you want 
to take out of the law. Maybe there is some good reason for it 
That is why I am concentrating on it here. 

Secretary Werks. Assuming the elimination of controls, the 
question is, What do we do next? The first problem vou face is the 
one regarding your defense and atomic energy requirements. | 
assume no one would argue but what defense should have the first 
preference. 

The Crarrman. I know of no one who does not want to give them 
all they need, even though it is 75, 80, or 90 percent, if they need it. 

Secretary Weeks. We think, except for these short supply materials, 
the raw materials supply will be adequate to take care of defense and 
to provide the civilian economy with what it needs. 

Now, if some emergency comes up where that situation cannot exist, 
then I think vou are up against the problem of an emergency that is 
so great that vou have to consider what to do about it, and Congress 
has to take it up at that point and cross that bridge when you get to it. 

However, if I may just vga this point, we want to eliminate 
controls and yet we have to provide continuously, as long as the 
present state of the world carries on, to be sure that defense has what 
they need. 

We think that raw materials will take care of defense and the 
civilian economy except for these five items. 

The CuarrmMan. I go along with you 100 percent in every respect 
and maybe when we get through here you will sell me on this one 
I go along with you 100 percent except I believe it is in the best 
interests of the Nation to make certain that of whatever is left over 
after the military get all they need, we get an equal distribution among 
the big businesses and the little businesses and all our people. 

You are asking that we eliminate that particular phase of the law 

If it makes it impossible or it is hard to administer, then there may 
be some good reason for doing it. 

Secretary Werks. Well, Senator, it would seem to me that if you 
arried through with your thought you would be continuing the allo- 
‘ation of raw materials to the whole economy, which I do not think is 
necessary, and I do not think you want it. 
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The Cuarrman. No, I do not think so. If you will take out allo- 
cation of materials, then we need nothing and everybody is on an 
equal basis. However, as | understand this plan, you are going to say 
to factory X, “You set aside X amount of your production for the 
military’’—and let us say that is 7 percent. It may be 50 or 60 or it 
may only be 10—‘You set aside X amount of your material for the 
military. The balance you can deliver to civilian users 

Now, how are we going to be certain that we get a proper , equitable 
distribution of that balance to all businesses? 

Secretary Weeks. Well, you cannot be certain of anything in life, 
but we think there is enough raw material—take aluminum, for 
example, or whatever the case may be—we think there is enough raw 
material to give the Defense Establishment what they need and to 
carry on with the civilian economy. 

There is always that chance of which you speak. 

The Cuarrman. Then, what is wrong with leaving these sections in 
there, that is my point? Will it interfere with your operation? 

Senator Bennett. I would like to ask a question on the same 
subject: Assuming a situation in which materials are in adequate 
supply, even to give the military its priorities, if you leave those 
sections in there, are you not forcing both the defense organizations 
and the civilian buyer to go through | a lot of unnecessary paper work 
and reporting and monkey business to get the materials that he 
should be able to get on a free market without all of that nuisance? 

Secretary Weeks. Yes, sir; I think that is exactly what happened. 

The Cuarrman. Will you say that again, please? 

Senator Bennett. If you leave it in, you are forcing the civilian 
buyer, in order to get material that is in adequate supply, to go through 
all the necessary paperwork, make applications, fill out reports, and 
you are forcing the Department of Commerce—— 

The CuarrMan. If it is in adequate supply, the whole business 
does not apply. We are only talking about when it is not in adequate 
supply. 

Senator BenneTr. It seems to me the new provision recommended 
by the Secretary makes it possible for the President to call the new 
system into operation the minute any material becomes in inadequate 
supply. But if we let the present law stand, all of these materials 
that were considered to be in inadequate supply when the law was 
passed will continue to require the process of allocation—reports, 
applications, and all the paperwork on both ends which would be 
completely unnecessary if the material were adequate. 

If it ever becomes inadequate under this new suggestion made by 
the Secretary— 

When the President finds that such material is a scarce and critical material 
essential to the national defense and the requirements for national defense cannot 
otherwise be met without creating a major dislocation of such material in the 
civilian market. to such a degree as to create a general hardship— 
then this new system would be intended to include another material. 

Secretary Weeks. Mr. Chairman, this section we are suggesting 
seems to me to do exactly what I think you have in mind. We 
eliminate controls on June 30. We say that thereafter defense has 
to be taken care of and that certain five scarce short supply materials 
be allocated. Then this section says, in effect, that if the civilian 
market is dislocated or because of another short supply material that 
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may come into evidence, the President is authorized to apply it, but 
we shall not have controls under any conditions unless that situation 
does arise. 

I think that the Senator from Utah has stated the case the way | 
would see it, and I do not think there is the danger that you may 
possibly visualize if we knock it out completely. 

Senator Bricker. Under those circumstances, then, when the 
Defense Department and the atomic energy program needs are 
adequately taken care of, there would be no prohibition against 
private industry importing any of these materials it could get any 
place in the world? 

Secretary Werks. That is right. 

Senator Bricker. Furthermore, if it is not classified, I would like 
to have an explanation of the status of the nickel, the molybdenum, 
tungsten, columbium, and cobalt supply at the present time, and 
whether or not it will be at an early date adequate. 

Secretary Werxs. Mr. McCoy informs me that it is classified. 

Mr. McCoy. We can give it to you on a classified basis. 

(The information requested will be found in the files of the com- 
mittee. ) 

Senator SparRKMAN. While we are on this, Mr. Secretary, I would 
like to go further into these three sections with which you have been 
dealing here. 

The last one, section 714 (f) (4), is the well-known Wherry amend- 
ment. It was not in the act as this committee reported it originally 
to the floor of the Senate, but was added on the floor of the Senate by 
an amendment of Senator Wherry who was at that time the minority 
leader—the Senator from Nebraska. 

As I recall, we had written into the act simply the general state- 
ment that due consideration should be given to the needs of small 
business. Senator Wherry, who had served as chairman of the Small 
Business Committee, knowing the experiences that we had during 
World War II and following that war, insisted on making that more 
explicit, and it was for that reason that the amendment was written 
into the act. 

Senator Bricker. Also, it occurred on the floor with regard to 
new business. As you recall, new business could not get anything 
under the law. 


Senator SparKMAN. That is true. It was put in to assist small 
business and new business. 

Now, even if you restrict your control powers to what you have 
asked for—and I certainly see a great deal of logic in your explanation, 
certainly for most of the materials, you retain by your recommenda- 
tion the right to make civilian allocations under certain drastic 
conditions; is that not true? 

Secretary Weeks. Yes. 

Senator SPARKMAN. You do not propose to name these five metals 
by name in the act? 

Secretary Weeks. No. 

Senator SPARKMAN. You simply tell us that those are the five now 
that you would control under that provision. 

Secretary Werks. Yes. 

Senator SPARKMAN. But, certainly, you could control any metal 
that came into short supply as you deseribed it. 
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[he CuarrMaANn. Under the new section. 

Secretary Weeks. Under the new section, yes. 

Senator SparKMAN. As I say, under your recommendation. 

Secretary Werks. That is right. 

Senator SPARKMAN. Then, what is it going to hurt to leave—this 
question is the same one Senator Cape shart askec l1—these provisions 
in in order to make certain that if you do exercise those powers and 
only if you do exercise them—that is allocations to civilians—that 
small businesses and businesses newly started may get a fair share of 
the materials that you actually allocate to the civilian economy? 

The CHarrMAN. His suggestion is that we take the language in 
section 101 and then say if that goes into effect, sections 701 (c) and 
114 (f) (3) and (f) (4) will apply. 

Senator SpARKMAN. I am not sure it would fit into that language, 
but his recommendation is to limit control over those things in short 
supply. If he has the right to allocate to the civilian economy, then 
why not leave in those particular things that offer a safeguard to 
small business and new business? 

Secretary Werks. I do not think it is necessary to leave them in to 
protect small business. I visualize a supply of raw materials with the 
exceptions noted that will take care of the defense and civilian econ- 
omies. With respect to the requirements of the civilian economy, I 
would not have any fear that small business and big business and 
every business would not get their fair share. They bid in the market 

place for what they want. I do not think it is necessary to leave it in. 
Pe rsonally, I do not have any objections at all to any language that 
protects small business. 

[ am going before a committee of the Senate this afternoon and I 
think I shall give evidence that I am trying to protect small business 
but I do not think the language is necessary. 

[ would like to ask Mr. McCoy. He has been sitting with this and 
living with this a lot longer than I have. 

Mr. McCoy. The amendments suggested primarily have in view 
that we would allocate only these few scarce materials, which does not 
call for a complicated system like we have had in CMP, where every 
concern using materials had to apply and get an allotment. 

Senator SpARKMAN. May I ask you right there: Is it true that 
every firm had to apply? What was this voluntary or self-certifica- 
fion? Did you not have that system? 

Mr. McCoy. Yes, sir. Smaller users were self-certified but they 
had to make an application to their suppliers and certify for their 
needs. 

Senator SparKMAN. I would like to call Senator Bennett’s attention 
to this: There was not a lot of redtape connected with it as ‘ar as the 
small user was concerned. 

Mr. McCoy. That is right. 

Senator SpaRKMAN. They simply certified that under the law and 
regulation they were entitled to such amount, and when they certified 
that to their supplier, the supplier was authorized to honor those 
requests. 

Mr. McCoy. That is right. 

Senator SparKMAN. In other words, the paperwork was cut almost 
to the question of writing a letter, was it not? 

Mr. McCoy. Something to that effect or degree, yes. 
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But, Mr. Chairman, this proposal we make, as | say, has in m 
that we will not allocate copper, aluminum, and steel to the civilj, 
economy; that the few short materials that are important to the 
military will continue to be allocated the way we are now allocatinec 
those materials. ; 

The CuairmMan. But under your new language you likewise 
for the authority to allocate anything and everything that becon 
critical. 

Mr. McCoy. That is true, the way it is worded. 

The Cuarrman. My point is, if and when you start to do that if 
in a general and big way you start doing it, in an emerge ncy—then 
would the language in sections 701 and 714 hurt you? 

Mr. McCoy. I would say, Mr. Chairman, that if we had to o 
back into allocating copper, aluminum, and steel to the civilian 
economy, then this would be the kind of a thing that Congress probabh|y 
ought to write in the law. 

Senator SPARKMAN. In other words, if you have to make civilian 
allocations, that would not hurt you, would it? 

Mr. McCoy. Total civilian allocations, no, sir. 

Senator SPARKMAN. You say total civilian allocation. Do you 
really mean total? You have not been making total allocations. 

Mr. McCoy. In the sense that the smal] users have self-certifica- 
tion authority, yes, sir, we have. 

Senator SPARKMAN. But only on certain material. 

Mr. McCoy. Three major controlled materials, yes. 

Senator SPARKMAN. Copper was in short supply not so long ago, 
was it not? 

Mr. McCoy. Yes; it has been in short supply. 

Senator SPARKMAN. Are you certain it is not going to be in the near 
future again? 

Mr. McCoy. I am not certain of anything, Senator. 

Senator SPARKMAN. Aluminum was in short supply, was it not? 

Mr. McCoy. Yes; it is. It was. 

Senator SpARKMAN. Now we have a fairly adequate supply, have 
we not? 

Mr. McCoy. Yes, sir. 

Out best judgment, as the Secretary has said, is that there will be 
sufficient material to meet military requirements and, I would add, 
most of the requirements most of the time for the entire civilian 
economy. 

Senator SPARKMAN. I am conceding all of that. I understand 
that you are asking for powers to allocate materials when they become 
scarce under your definition, and that at the present time you have in 
mind only 5. But next month you may add copper and the follow- 
ing month you may have to add aluminum. The stockpile require- 
ments from time to time vary, do they not? 

Mr. McCoy. Yes, they do. 

Senator SPARKMAN. Now, Mr. McCoy, I am sure you remembe: 
just 2 years ago when we were allocating to the Department of 
Defense certainly not anything likg.all of our aluminum. I do not 
remember now, but it seems to me that it was probably 40 percent. 

Mr. McCoy. Thirty or thirty-five percent. 

Senator SPARKMAN. You remember when the so-called death decree 
was issued, do you not? 
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Mr. McCoy. I do. 
Senator SPARKMAN. And you know what that did to the aluminum 
dustry throughout the country, do you not? 

Mr. McCoy. Yes. 

Senator SPARKMAN. Do you not believe it would have been a good 
thing if we had some protection for small business written into the 
law at that time? 

Mr. McCoy. I think so. The death sentence, so called, would have 
put a large number of relatively small, new business concerns that 
had taken up businesses using aluminum, out of business. 

Senator SPARKMAN. We estimated at that time that there would 
he 14,000 of them put out of business. 

Mr. McCoy. The decision was made that the defense effort should 
not be carried on at that cost to the economy and, as you know, the 
rules were changed so that those people could stay in business on a 
minimum basis. 

Senator SPARKMAN. It did not hurt anybody, did it? 

Mr. McCoy. It shortened the supply of aluminum for some mili- 
tary uses but I do not believe it slowed up the program. 

Senator SpARKMAN. It did not slow down the stockpile and did not 
cut down the stockpile, did it? 

Mr. McCoy. On that I would have to disagree. It did; yes, sir. 

Senator SPARKMAN. We had the stockpile people before us at that 
time and my recollection is that they said they could get along all 
right. 

Mr. McCoy. It was a question of their taking what they could get. 

Senator SPARKMAN. Now, Mr. Secretary, you say they can go into 
the open market and compete. Of course, that is right and it is the 
American way of doing it. Yet, we have to be practical. If there 
is only 10 percent of nickel and there is no allocation—of course, | am 
not forgetting that your proposition would allocate nickel to the civil- 
ian economy because of its scarcity, but if there is any material that 
is pushed into a tight position, what chance has a little user, the per- 
son who buys maybe a few tons, or, in the case of nickel, | suppose 
it would be a few pounds, at a time? What chance would he have 
competing in the open market, against a great industry like the auto- 
mobile industry, for instance? 

Secretary Werks. My judgment is that he would have a good 
chance and could get his materials as he needs them. 

I have been in small business myself and we have our suppliers 
and they are just as anxious to take care of the small fellow as the 
large fellow. Someday the little fellow may be the big fellow, and 
so it goes in business. 

Senator SpARKMAN. That is the reason I want to be certain that 
he is allowed to stay in busipess so he can work up to the time when 
he will be in big business. 

Secretary Werks. I think, Senator, if you are going to regulate the 
economy that is one thing. I do not believe that you have to do it 
or that it is desirable to do it. 

In this respect I say all we need to do is to be sure our defense 
requirements are taken care of and that these certain short-supply 
materials, that their allocation be looked to. I do not think you 
need anything further. 
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Senator SpARKMAN. Let me say here that I certainly do not believe 
in regulating the economy except where it is absolutely necessary. 
I go along with your general statement that it ought to be only in 
those cases where a serious situation is created that you allocate the 
civilian part of it. However, I am saying that when that situation 
is created—and I have just reminded Mr. McCoy of the experience 
we had in aluminum 2 years ago—we know it is the little user and. 
particularly, the new business that is just starting out that has not 
had a chance to build up these sources of supply. It is the man who 
has to depend upon a telephone call or a letter with which to get his 
stuff—he is unable to send a buyer around all over the country looking 
for different sources of it. I certainly do not see how those sections 
would possibly hurt you. 

I think it gives a high degree of security, psychologically and 
otherwise, to the small businesses, the little fellows, and to the new 
businesses that are starting up. 

It was for that reason that Senator Wherry, out of his experience, 
insisted that that provision of the law be rewritten to include par- 
ticularly this section 714 (f) (4). 

Secretary Werks. Senator, if I may make my point clear, I do not 
think it is necessary but certainly if the Congress in its wisdom thinks 
that small business needs to be protected, I certainly do not object 
to such protection because I am certainly interested in small business, 
and I have and expect to continue to give evidence of that fact. 

However, I again say I do not think it is necessary. 

Senator SpPaRKMAN. I would like to ask you a few questions about 
the Small Defense Plants Administration. I understand when you 
say you think it ought to be discontinued, that that is your personal 
opinion rather than the official position of the administration. 

Secretary Weeks. | think you were not in the room when I said 
that there are 4 or 5 different agencies handling small business. | 
think they can be consolidated in Commerce and a better job done 
more economically. 

Senator SpARKMAN. Of course, it was for that very reason that 
SDPA was created, in order to consolidate these efforts. 

Many of us can remember that, before SDPA was created, the small- 
business man would come here and there were several different places 
to which he would turn. It was most unusual that he ever got his 
directions perfeetly because of there being so many places. The set- 
ting up of SDPA and making it an independent agency was to give 
him one point of call, at an agency that was interested, the Admin- 
istrator of which reported directly to the President. 

Senator Taft made it very clear. He made a very clear statement, 
if I reeall correctly, on that, that what we needed was one agency to 
which the small-business man could go. 

Now, if there are 4,000 or 5,000, they*exist because the full intent 
of the SDPA was not carried out. 

Perhaps I should modify that some. Of course, it was contem- 
plated all the time—I talked with Secretary Sawyer many times, with 
Mr. MeCoy and many others, and I know it was contemplated all the 
time that the Department of Commerce, for instance, or the NPA 
acting for it would continue a small-business section but that so far as 
rendering aid to small business particularly connected with defense 
contracts and the allocation of materials and so forth, the SDPA 
would be the one agency to which the small-business man would turn. 
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Have you read any of the reports of the Small Defense Plants Ad- 
ministration to see what it has accomplished? 

Secretary Wexuks. No, I have not. 

Senator SpARKMAN. I believe the small-business people of the 
country are very strongly in favor of continuing the SDPA until this 
new agency is worked out. I do not know that I care particularly, 
as to the particular plan of SDPA. I understand they are working 
out a new agency to be called the Small Business Administration, ] 
believe, in which perhaps there would be a combination of the func- 
tions of the RFC in making small-business loans and the functions of 
SDPA. 

It seems to me the logical thing to do would be to continue SDPA 
until that new agency is working. 

Secretary Werks. There are several bills before the Congress and 
we have been very much interested in the development of legislation 
looking toward more or less exactly what you have described, but 
trying to get the thing under one roof and eventually getting it, arid 
getting it now insofar as the operations are concerned, in the Com- 
merce Department because we feel the Commerce Department 
should be the connecting link with business, big and little. 

[ think this new legislation will offer something that will do a good 
job. 

Senator SPARKMAN. You have not worked out your plan in detail 
that you would recommend? 

Secretary Werks. Not in final detail. 

Senator SPARKMAN. You are not suggesting that we would repeal 
SDPA and leave it in the air? 

Secretary Weexs. I think it should be taken into consideration 
in this legislation that is before the Small Business Committee of the 
Senate and the House. 

The Cyarrman. Any legislation of the nature you are talking 
about would come before this committee. The Senate Select Com- 
mittee on Small Business cannot report legislation. 

Senator SparKMAN. I think we are perhaps pretty well in agree- 
ment, then, and perhaps with Mr. Flemming, that you would not just 
repeal it and leave it in the air but you would work it out as soon as 
possible in connection with this new legislation. 

Secretary Weerxs. Absolutely. I am quite ready to agree, but 
consider it in connection with what other proposals are bei ‘ing con- 
sidered. 

Senator SparKMAN. And when that legislation is up, your rec- 
ommendation would be that it be put in the Department of Com- 
merce, rather than maintained as a separate agency? 

Secretary Werks. That is correct. 

Senator SpARKMAN. I am certainly glad to hear you make that 
statement because we will have a chance to examine in more detail 
the legislation when it is proposed. I suppose you will be back then 
with your recommendations. 

Secretary Wepks. Yes. 

Senator SpPARKMAN. Thank you, very much. 

The Cuarrman. Mr. Secretary, at page 6 of your statement you say: 

Under the general policy direction of the Office of Defense Mobilization, the 
Department of Commerce is prepared to undertake the task of planning the 


development and administration of the control orders and regulations which 
would be required in the event of all-out mobilization. 
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Secretary Werks. Do you want me to comment on that? 

The CHarrMAN. No; I am just repeating what you said there. 

You do not want any legislation from Congress to assist you in that? 

Secretary Weeks. I do not know that it is necessary. 

What we would visualize and what I believe the plan is, that ODM 
will set down the policy and do the high-level planning. But as far as 
the operations are concerned, that will be done by this agency, th 


Commerce Department, that has the closest link and tieup with 


business. 

The CuarrMan. I think it is a splendid idea. 

What sort of planning will you do? What do you mean by this 
paragraph? What sort of planning? 

Secretary Werks. I mean that after this new legislation is in effect, 
we would hope to consider what has been done when legislavion that is 
expiring on June 30 and the World War II legislation was in effect. 
consider what has been done, the type of orders that have been 
issued, the approach to business, the handling of business, the business 
advisory committees and everything relating to the operation of 
controls, if sometime we have to have them, that we would have a 
better plan in being for the next time if unfortunately a next tim 
comes. 

The Cuarrman. You are going to plan, or have a policy and a plan 
so that you will know exactly what you are going to do if we do get in 
all-out mobilization? 

Secretary Weeks. That is exactly what I would hope, that within 
6 months after this legislation is put on the statute books, if it is, 
that we would go over the past history of controlling and make plans 
that would be more effective, I hope. 

The CHarRMAN. What you are going to do is try to take the experi- 
ence that we have had in the past and make certain that you pick the 
good out of it and forget the bad and work out a plan for controlling 
prices, wages, rents, allocation and all those things in case we get into 
all-out mobilization again; is that your idea? 

Secretary Weeks. That is exactly right. 

The CuarrmMan. That is your idea? 

Secretary Wnrks. Yes. 

The CuarrMan. But you are going to do that, very definitely? 

Secretary Wrnks. If we are able to understand the statute, that is 
what we expect to do. And we expect that the operational features 
of the extension of planning, if we have it, and the plnaning for future 
operations will be in the Commerce Department. 

The CuHairman. Will this encompass price and wage and rent 
controls? 

Secretary Werks. I would not say that. It would simply be the 
allocation of production orders and allocation of materials and so on 

The CuarrMan. In the case of all-out mobilization? 

Secretary Weeks. Although I will say this without having given 
it any great consideration, I do not want to see continued, if an 
emergency arises again, a league of independent agencies. The fewer 
agencies you have and the more, particularly from an operation 
standpoint, that is done in the established agencies, it is better organi- 
zation and I think it will work better. 

| hope to develop a close tie-in with the business establishment, the 
industrial establishment, to get their ideas on what went wrong the 
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last tume, why it did not work, how we can do it better the next time. 

As far as price and wage controls are concerned, certainly from the 
standpoint of price controls, I personally, without, as I say, having 
considered it in detail, would hope that we might perhaps be in that 
picture in some form. I have experience in that type of operation. 

The Cuarrman. The purpose of introducing the legislation before 
us here was to consider the subject of whether or not we ought now to 
prepare ourselves so that when an emergency hits that we know 
exactly what we are going to do. 

Now you say that, in “general, you are going to do that, in your 
statement. 

Secretary Weeks. That is right. 

The CuarrmMan. But at the same time you say—you rather hold 
back; I would put it that way—you rather hold back in wanting to 
say so. 

Now why should we not give the President of the United States 
the right by law to prepare certain rules and regulations and know 
what we are going to do when this allout mobilization or this emer- 
gency lights. What is against it? Why do you want to do it and 
yet you do not want to admit that you are doing it? 

Secretary Weeks. I do not mean to hold back on that, Senator. 

believe we should plan and prepare, and if it is necessary to have 
a statute to enable us to do so, I think there should be a statute. 

The CHArRMAN. I mean such as a 90-day freeze? 

Secretary Werks. I was not talking about the freeze. I was 
talking about the planning to handle an operation if an operation 
becomes necessary. 

The CHarrMan. Why are we so hesitant to prepare ourselves in 
every respect to meet an emergency, except in the one that has to do 
with our economic life in America? Why are we so hesitant to talk 
about it and want to do it? 

For example, the argument is:put up that you cannot prepare at 
the moment for an emergency in a general way. If an emergency 
hit next October, or a year from now, what is it that we do not know 
in a general way at the moment that we have to do? Do we not 
know what we have to do? Do we not know we would have to 
control prices and wages and rents and allocate materials and ration? 
Do we not know that? 

We do not know the specific details of it, but do we not know that 
we would have to do it? What are some of these unknown quantities 
that I hear so much about? 

I wish somebody would name just 1 or 2 or 3 or 4 forme. What are 
these unknown quantities, now, that we know nothing about if an 
emergency hits a year from now; if we were bombed or we went into 
an all-out war? What are some of these unknown things that we do 
not know about at the moment that we would have to do? 

Secretary Werks. I am not sure, Senator, that I understand the 
question. I was talking from the standpoint that, if we have controls 
under an emergency, we ought to be planning definitely how to handle 
the operational feature of those controls. 

The CuarrMan. That is just my point exactly. In other words, 
you state it well in here. You say you want these businessmen to 
come in, these advisory groups, and you are asking for a continuation 
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of GS-15. You even say these businessmen who have experience 
ought not to have to sell their stock. 

I agree 100 percent with you but why are we so stymied about this 
thing of preparing ourselves to meet a big emergency? What is it 
that we do not know today that we would know a year from now? 
I am honestly sincere about it because I have heard so much about it 
on this committee and I have heard so much about, it other places. 

Name one unknown thing that if, in a year from. now, we got into 
an all-out emergency or we were bombed—name one unknown thing 
that we do not know today that we would have to do in respect to 
meeting the issues. 

Secretary Werks. I think you know what you would have to do to 
meet the issue. 

The Cuairman. I agree with you. Then what is wrong with pre- 
paring for it now and doing what you suggest in here: Get good 
businessmen in here, take the history of all these controls in World 
Wars I and II and the Korean war and take out all the bad features 
of them and substitute good features and get ready for this business? 
You say you are going to do it. 

Secretary Weeks. That is exactly what I am recommending. 

Senator Busua. He has not said anything was wrong with it. 

The Cuarnman. You want no legislation to implement it, sir? 

Secretary Werks. I did not say that, sir. At least, I do not think 
I said that. 

Senator Bennerr. Mev I ask a question that may clear that? 

The CuHairMan. Senator Bennett. 

Senator Bennerr. As Secretary of Commerce, do you feel you 
need any specific legislation to permit you to discuss problems of this 
kind with businessmen? You have the power now, have you not? 

Secretary Werks. Definitely, yes. I am not qualified to say what 
the statute reads today about bringing in businessmen on a WOC 
basis into Government. There are certain statutory bases that have 
to be followed but generally speaking, in a general way, yes, we can 
talk to businessmen. 

But when you bring them in here on a rotation basis to serve on 
business advisory committees and the various industries, I think 
am I correct or not—that you have to*have some legislation to enable 
you to do that. 

Senator Bennett. But this legislation has nothing to do with that 
problem. There is nothing in this legislation that changes the present 
status of your advisory committees or the relationship of men on it. 

Secretary Weeks. In effect, we suggest that you go along with the 
legislation that is now in being that would enable us to keep that 
contact with business. 

Senator Bennerr. Do you not think on the basis of the advisor) 
committee system that is already set up in the Department of Com- 
merce that you have the basis for developing such plans as may | 
necessary? 

Secretary Weeks. If the advisory committee business is run right, 
which in some respects I think it has not been in the past, but if it is 
run right, that is just the way to do it. 

Senator Bennerr. But you already have the legal framework to 
permit you to use the advisory committee system. 
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Secretary Werks. We have now and we want it continued in any 
legislation. : 

The CuarrMan. I do not want to disagree with you but you 
will not have a Jaw after April 30, to deal with price, wage, and rent 
controls, unless tho law is extended. 

Secretary Werke. We have not been talking about that. 

The CuHarrMan. If you have such authority I wish you would file 
it for the record. 

Secretary Werks. We are not talking about price and wage control 
in this. We are talking about the items that have been and we expect 
will continue in commerce. 

The CuHarrMan. I do not know whether you have been talking about 
it but Lhave. That is what we are talking about, the overall picture. 

Senator Bennerr. I am very much interested in this, Mr. Chair- 
man. Do you want me to understand that after April 30, no man in 
the Department of Commerce may discuss with a businessman the 
problem of desirable price, wage, and rent control. 

The CuarrMan. Certainly, he can discuss it with him. I can dis- 
cuss anything that I want to with anybody. So can anybody in the 
Department, but there are no price, wage, and rent controls unless we 
extend the law. There is no legislation on the subject after that has 
expired. 

Senator Bennett. It seems to me that the Department of Com- 
merce—and I would like to be corrected if I am wrong—would have 
the power to discuss desirable features of future legislation, even in- 
volving price, wage, and rent controls, on the basis of their present 
authority. 

The Cuarrman. I agree with that; they have the right to talk 
about it; yes. 

Senator Bennett. Then it seems to me that the announcement in 
the statement of the witness that he expects to go forward with these 
studies does not depend on any new and specific legislation. You have 
the power now. You can go forward with the studies on your own 
motion. 

The CuarrMan. If vou get the appropriation. 

Secretary Weeks. We can go forward with all the studies we want 
as far as I can see it, within the range of the funds we have to work 
with and the time available. But if you are going to carry on with 
those plans to the point where in operating this new legislation you are 
going to have these businessmen in there, the statutory features 
enabling us to have them there on a WOC basis, I think, have to be 
continued in the new legislation. 

We can talk with them and advise with them all we want, legislation 
or no legislation, as far as I see it 

Senator Bennerr. The chairman has said that we seem to be 
backing away from the problem of making advance studies and you 
tell us that you are prepared to go ahead and make advance studies 
in fact that is what you propose to do. 

The CHarrMan. My statement was broader than “making studies.’ 
My statement was broad enough to say that we seem to be timid in 
respect to deciding both by studies and by legislation and preparation 
as to exactly what we are going to do if and when a big emergency 
comes. It was the broad statement. The timidity was in a broad 
statement. It was not limited to studies. It is a broad statement. 


, 
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We all admit that if a big emergency does come we will have to «do 
it but we seem to be too timid to prepare for it in adyance. 

Now I have asked a question and I wish somebody would answer 
my question. What is there that will be unknown, that is unknown 
today, that you will know about a year from now, if a big emergency 
hits and you have to go into all-out mobilization? Will somebody 
answer that question? . 

Senator Bennerr. I would like to try to answer that question, 
Mr. Chairman, and make a comment or two on it: We do not know 
a year from now whether we will be in a period of full employment 
and pushing the limits of our productive capacity or whether there 
may be considerable slack in that situation. 

We do not know a year from now whether the fiscal and monetary 
policies of the Government will be operating against inflationary 
pressure, or whether as in the past two crises, as we began World Wa: 
II and the Korean situation, the Govermnent monetary and fiscal 
policies were operating overtime to produce inflation. 

I think both of those conditions might work to effect the type of 
policy with which we operated. I am sure we could find other pos- 
sible variations in the situation. 

Senator Bricker. You do not know what the productive capacity 
will be, what the money situation will be, what the credit responsi- 
bilities of the Government will be or anything related to the whole 
system and power of control. 

The CHarrman. If the Senator will yield, it would not make any 
difference whether’ you have full employment, half employment 
two-thirds employment; it would not make any difference on this 
money question that you are talking about or any of the things that 
you mentioned if you get into all-out mobilization and get into a 
third world war. 

You will have to have price, wage, rent controls, allocation and 
ationing. 

Senator Bricker. If we get into a third world war, Congress will be 
back here and Congress is the proper authority to decide what kind of 
controls we should have, how far we ought to go and what we ought 
to do. 

The CuairmMan. Congress is considering that right now. We are 
the Congress. We are considering it right now. My point is that 
there is not a single unknown that you would not know. 

Now when you get down to writing the specific legislation under 
your freeze order during that 90-day period, then I agree with you 
Then you will take into consideration the many things that you 
gentlemen mentioned. You will, naturally, take it into consideration 
then. However, there is nothing unknown about the fact that if you 
get into a big emergency end you get into a world war ITI and you get 
into all-out mobilization where the Government and the Defense 
Establishment is taking anywhere from 40 to 90 percent of the 
materials in America, you will have to have price, wage, and rent 
controls and allocations. 

The degree to which legislation might develop st that time, I agree, 
will depend upon the produc tive capacity of our country and somewhat 
upon who our enemy is. It will depend, of course, upon employment 
and inflationary pressures but you will still have to have controls 
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[That is my personal opinion. That is the purpose of the 90-day 
freeze, so that we could hold our economy while we are considering 
the very things that you gentlemen just mentioned, which must be 
taken into consideration at that time. 

But why have it run away from us while we are considering the 
things that vou are mentioning. We must consider them at that time, 
and we would consider them at that time. That would be the basis 
for the kind of legislation that we would enact during this all-out 
mobilization period. 

Senator Bricker. The only question is whether or not the President 
or the Congress shall put in freeze legislation and whether or not we 
think freeze legislation is the proper thing to have at the time. 

The CaatrMan. You have put your finger right on it. The ques- 
tion is whether or not you want even 1 hour’s delay. That is the 
whole problem, and I wish we could have discussed it and debated it 
on that basis. There is no question about it. 

Senator Bennert. I suggest there are other elements to the prob- 
lem; that that is not the whole problem and it is not quite that simple. 

[ think that the courage of the administration in using what we call 
indirect controls may have effect on the need for some of these direct 
controls and may have effect on the method by which they are ap-- 
plied. I cannot agree that that is the sole and complete problem. I 
think, if we get into what you call a great emergency, a third all-out 
war, that there may still be variations in the situation which would 
suggest that the country’s interests might be better served if some 
phases of these all-out controls are eliminated. 

We also have a problem which was represented by Mr. Baruch’s 
testimony which this committee must resolve: whether we are going 
to adopt the World War II pattern of controls, which were not ever 
complete, or whether we are going to adopt in our freeze and later 
legislation the kind of controls that apply. Federal control to every 
human transaction in the country, whether or not it affects the people 
who were exempted in the past. When you begin to consider ex- 
emptions, you open the whole door as to the area as to those which 
should be exempted. 

To me that is a part of this problem which can only be taken up 
in consideration of the events and circumstances that exist when we 
attempt to write the legislation, and I do not think we can safely take 
it up now. 

The CuarrMan. My position is and consistently has been that, if 
you use indirect controls as they ought to be used from this point on, 
you have on the statute books a 90-day freeze so that the American 
people know that you are going to stop inflation in its tracks. When 
we get into an all-out emergency, we will actually write legislation 
that will not need to be nearly as drastic as it possibly has been in 
the past, because you have been controlling it with indirect controls 
and you have not let it get away from us. 

I do not want to let it get away from me. I think, if we do that, 
we will be doing one of the greatest services that we could do for the 
American people. 

Senator Bricker. Let us remember this, Mr. Chairman: We differ 
on whether or not the Congress or the President should put controls 
into effect if, when, and as controls might be needed, or to deter- 








1520 STANDBY ECONOMIC CONTROLS 


mine the degree of those controls. But let it be remembered ever 
that the last Congress—the last several Congresses—and the past 
administration were more control minded than any Congress we ever 
had in the history of this country and certainly more than this o: 18, 

That was an issue in the campaign. In the last Congress there 
were just two on this committee who voted for a freeze—you and | 
There was no chance of getting it through that Congress, contro! 
minded as it was, feeling that they ought to regiment the Americ an 
people. 

How can we sit here now and say that in 6 months from now this 
Congress which campaigned largely—the majority—upon the issue of 
a free economy in this. country, which has made our strength and 
built up our strength, whether or not that ought to be completely 
frozen as of that date, even though you and I might have agreed 
upon the matter 2 years ago. 

The CHarrman. I do not see any relationship between taking off 
controls at the moment and having a free economy and controls 
during an all-out mobilization or war period. I am opposed to con- 
trols in peacetime. I do not think they are needed at the moment. 
I voted against them last July. But I do believe that as you get 
into an all-out eme rgency and go into 100-percent mobilization you 
ought to do it then. 

Why wait? It does not do anybody any good to wait. I think we 
ought to know. I think the American people—I am talking about 
the people on the street, now—I think they would like to know that 
they have an administration in Washington that is saying to them, 
“If we ever get into another big emergency, an all-out mobilization 
and an all-out war, we are going to handle these things so that these 
prices do not go up and up and up and up. We are going to benefit 
by the experie nces we have had in previous wars. We are goiug to 
have to.” 

Well, we are having a debate here now instead of a hearing. It will 
be reasonable, for every industry which can do so, to hold prices at 
the highest point the market will bear. I would like to see the people 
get some advantage out of the production capacity of this country 
sometime. 

Everybody knows we have had controls now for 2% years and we 
have the biggest production in the history of the Nation, and yet we 
have the highest prices. The reason we have the highest prices in the 
history of the Nation is because costs are the highest in the history, 
and, naturally, unless costs are reduced, prices cannot be reduced. 

Senator Bricker. That is because of a control bill which I opposed 
and you did, too. 

The CuarrmMan. We are having a debate here. 

We are all interested in the same thing, and that is that we never 
have another big emergency; but, if we do, we are interested in seeing 
that we are not ruined by inflation. 

Are there any other questions of these gentlemen? 

If not, we thank you very much, Mr. Secretary. We appreciate 
your testimony and we are glad you came up. 

I am sorry we had to take so much time. 
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There will be a meeting at 2 o’clock, an open meeting, at which 
time we will consider the nominations of the new Comptroller of the 
Currency and a new Board member for the Export-Import Bank. 
That is at 2 o’clock. 

Then, at 10 o’clock tomorrow morning, we will hear the Secretary 
of State, the Secretary of Agriculture, and Secretary of the Interior, 
and I am hopeful that sometime some department in the Government, 
the administration, gives us their viewpoint on section 104. So far 
we have had no testimony on that or no help on it at all. I might 
say this: that the public hearings will be closed after tomorrow, after 
we listen to these three witnesses. The public hearings will be closed, 
but if anyone wishes to file a statement he can do so if he gets it in 
within 48 hours after our hearing is closed tomorrow. The committee 
has voted unanimously to start marking up this bill on Tuesday, 
April 7, and we hope to get it to the floor by the 8th or 9th or 10th, 
and I believe the majority leader would like to schedule it for the 13th. 
I believe that is the plan. 

(Whereupon, at 11:50 a. m., the committee recessed to reconvene 
at 2 p. m. the same day.) 
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WEDNESDAY, APRIL 1, 1953 


UnitTep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 
The committee met, pursuant to recess, at 10:05 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart, chairman, 
presiding. 
Present: Senators Capehart, Bennett, Payne, Robertson, Frear, 
and Lehman. 
The CHarrRMAN. The committee will come to order. 
Our first witness will be Secretary McKay, the Secretary of the 
Interior. 
I believe you have a statement, Mr. Secretary? 
Secretary McKay. Yes, sir. 
The CuarrMan. Do you prefer to read your statement, or talk 
extemporaneously from it? 
Secretary McKay. I would prefer to read it, if you do not mind. 
The CHAIRMAN. You wrote us a letter under date of March 30, 
1953. Would you like to have that made a part of the record? 
Secretary McKay. Yes, sir. 
The CuHarrMAN. Without objection, the Secretary’s letter will be 
made part of the record. 
(The letter referred to follows.) 
UnitTED States DEPARTMENT OF INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., March 30, 1958. 
Hon. Homer E. Capenart, 


Chairman, Committee on Banking and Currency, 
United States Senate. 

My Dear Senator Capenart: This is in response to the letters of February 4 
ind 26, 1953, addressed to me by the clerk of the Senate Committee on Banking 
and Curreney, at your direction, requesting my views respectively concerning 
5. 753, a bill to provide standby economic controls and for other purposes, and 
5. 1081, a bill to provide authority for temporary economic controls, and for other 
purposes. 

As you no doubt are well aware, the defense agencies under my jurisdiction 
have exercised powers available under the Defense Production Act to aid their 
respective industries in providing the supplies of energy—electric power, petro- 
eum, natural gas, and solid fuels—demanded by the expanding industrial and 

iilitary mobilization of the Nation; to encourage exploration for new domestic 

sources of critical and strategic minerals and metals; and to maintain fishery 
production. Questions relating to controls over wages, prices, credit, and rents 
1ave only indirectly touched upon these functions of maintaining and expanding 
our material resources; accordingly, I am not sufficiently informed upon the 
problems in those areas for my views to be of value to you. 

With respect to the elements of defense legislation in which the agencies under 
my jurisdiction have been more immediately concerned, it is my opinion that the 
continuation of the authority to grant priorities and allocations contained in title 
| of the Defense Production Act of 1950, as amended, is necessary in the interest 
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of national security. To assure that such powers are available to the President 
without the break in continuity possible under the provisions of section 105 of § 
753, and to permit the most efficient administration of the powers to the extent 
that their use is needed, it is reeommended that section 105 be deleted from the 
bill. While most materials have become much more plentiful, and the use to he 
made of this authority will correspondingly be reduced, it seems certain that 
priority assistance will be necessary to assure timely delivery of materials to fulfil! 
requirements of the programs of the military departments and the Atomic Eneroy 
Commission for procurement and construction. These programs, about which 
our defense mobilization revolves, must. be given priority over all other demands 
upon the Nation’s capacity to produce. 

Because of their essential and direct relationship to timely utilization of Atomic 
Energy Commission facilities, it has been determined that certain specific power 
projects related to the Atomic Energy Commission program must be given equal 
priority with the Atomic Energy Commission program itself. This will require 
the continued exercise of priority powers in scheduling the delivery of heavy 
power equipment in order to avoid disruptions and delays in the construction of 
other powerplants upon which the portion of the defense program not related to 
the Atomic Energy Commission depends. In a few other defense-supporting 
areas, such as aviation gasoline, priority assistance for individual projects or items 
may be required, but the use of this technique should be held to a minimum. 

Additionally, it may be necessary to insure to essential industries adequate 
quantities of a few critically short, essential materials, such as nickel, columbium, 
cobalt, and the like. Certain of these materials are indispensable to the production 
of fabricated materials and equipment incorporated in facilities of defense-support- 
ing industries under my jurisdiction. They are also indispensable, of course, in 
connection with programs of the Department of Defense and the Atomic Energy 
Commission as well as in meeting the goals of our strategic stockpile. The 
essential needs for a few such materials may continue to be so great that if full 
allocation control is not used the remainder of the economy would suffer undue 
dislocation. 

Except for the instances mentioned above, no use of the powers relating to 
priorities and allocations would now appear to be necessary to enable the seg- 
ments of defense mobilization for which I am responsible to continue at their 
presently programed levels. Limited though the uses of these powers may be, 
however, the full seope of authority presently existing under section 101 of the 
Lefense Production Act should be available. 

This view as to restricted general use of powers relating to priorities and allo- 
cations does not mean, of course, that I am unconcerned about the progress of 
our industrial expansion to meet full mobilization requirements for petroleum, 
natural gas, solid fuels, minerals and metals, and electric power. I am indeed 
very conscious of the important role that. these material. resources have in a full 
mobilization economy. Because of the substantial balance in the supply and 
demand of goods expected in the economy in the foreseeable future, however, | 
believe that the industries mentioned above can meet the presently anticipated 
needs for their products with a minimum use of controls. 

In view of the proposed circumscribed use of the authority contained in title 
I, I suggest that subsection (b) of section 704 of 8. 753 (corresponding to sub- 
section (c) of section 701 of the Defense Production Act) and section 102 be 
deleted and a new section 102 added reading as follows: 

“The powers granted in section 101 shall not be used to control the general 
distribution of any material in the civilian market unless the President finds (1 
that such material is a scarce and critical material essential to the national de- 
fense and (2) that the requirements of the national defense for such material 
cannot otherwise be met without creating a serious dislocation of the normal 
distribution of such material in the civilian market.” 

Although title II of the Defense Production Act, relating to requisitioning, has 
served a useful, but largely psychological, purpose, with the increased supply of 
materials its continuation beyond June 30, 1953, would appear to be unnecessary, 
so far as matters under my jurisdiction are concerned. 

The defense agencies under my jurisdiction other than the Defense Minerals 
Exploration Administration have been concerned primarily with the powers 
provided by title I of the Defense Production Act. The extension of the provisions 
of title III of the act is essential to the continuation beyond June 30, 1953, of the 
program of the Defense Minerals Exploration Administration to encourage 
exploration for domestic reserves of strategic and critial metals and minerals. 
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It is the opinion of this Department that the exploration program conducted 
by the Defense Minerals Exploration Administration has been and is successful 
and beneficial to the Nation and should be continued. Our inability to meet 
increasing requirements for strategic and critical minerals and metals must be 
countered by diligent efforts to discover and develop new domestic sources of 
supply. The Defense Production Administration recently issued a list of 27 
strategic materials for which the Nation must depend in varying degrees upon 

ports. Allof the materials listed except one are metals or minerals and represent 
n large part the materials eligible for DMEA financial assistance. The search 
for new ore bodies is a complex and long-range proposition. While the probability 
of diseovery in many instances may be remote, it is vital that exploration be 
continued in the interests of national security. 

Although the program of the Defense Minerals Exploration Administration 
is entirely dependent upon the borrowing authority, the portion of the funds which 
will be required for its continuation at the projected rate after June 30, 1953, 
vill be relatively insignificant in comparison with the part required to carry on 

other, larger scale programs utilizing the same authority. Therefore, I urge 
hat Whatever limit may be placed upon the amount of the borrowing authority, 
provision be made for this relatively small but important program. 

Che extension of the provisons presently contained in title VII of the Defense 
Production Act would be necessary to enable the defense agencies under my juris- 
diction properly to perform their continuing functions. Particularly important 
are sections 703, 704, 708, and 710 of the Defense Production Act, corresponding 
to sections 705, 705, 706, and 712 of S. 753. In this connection it should be 
pointed out that if 8. 753 were to be adopted, provision should be made for 
preserving the status of voluntary agreements already entered into under existing 
law which the President does not elect to terminate. 

Under any bill extending defense legislation, the last sentence of what is 
presently section 704 of the Defense Production Act (sec. 706 of S. 753) should be 
deleted. This sentence, preventing Federal restrictions on natural gas in States 
hat have certified that they are exercising their authority to the extent necessary 

accomplish the objectives of the act, was directed at PAD order No, 2, which 
has now been terminated. Its continuation is therefore unnecessary and would 
be troublesome in the event of an all-out national emergency or full mobilization. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your committee, and that the enactment of legislation 
along the general lines suggested would be in accord with the program of the 
President. 

Sincerely yours, 
Doveitas McKay, Secretary of the Interior. 

The CuatrrMan. I think you have some people with you this morn- 
ing, Mr. Secretary, so I think we ought to identify them for the record. 

Mr. J. Ed W arren, Deputy Administrator, Petroleum Adminis- 
tration for Defense; Mr. James F. Dave nport, Administrator, Defense 
Electric Power Administration; Charles W. Connor, Administrator, 
Defense Solid Fuels Administration; C. O. Mittendorf, Administrator, 
Defense Minerals Exploration Administration; Albert M. Day, Ad- 
ministrator, Defense Fisheries Administration; and Alfred C. Wolf, 
Director, Program Staff. 

Are these gentlemen all present? 

Secretary McKay. All except Mr. Day, Senator. 

The Cuarrman. If you gentlemen wish to join in and have any 
thoughts or ideas as we go ‘along, or when the Secretary finishes, we 
will be glad to hear you. 

You may proceed in your own way, Mr. Secretary. 
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STATEMENT OF DOUGLAS McKAY, SECRETARY OF THE INTERIOR 


Secretary McKay. Mr. Chairman and gentlemen of the committee. 
this is my first opportunity to appear before this committee. I appre- 
ciate greatly the privilege of discussing with you the type of legisla- 
tion which I believe to be essential to the success of the Nation’s vita] 
defense program. 

My responsibilities in the defense program are derived by delega- 
tion. These responsibilities relate generally to the defense-supporting 
industrial buildup and cover the following areas: Energy resources, 
including petroleum, natural gas, electric power, coal and coke; the 
encouragement of exploration for new domestic sources of crit- 
ical and strategic minerals and metals; and the maintenance of 
fishery production. 

Private industry, of course, largely shoulders the responsibility 
for achievement in these areas. In handling such governmental de- 
fense functions as are essential to this achievement, specialized organi- 
zations are necessary, and I have the assistance of five defense adminis- 
trations. With me this morning are the operating heads of these 
agencies, as we have mentioned before—Mr. James F. Davenport, 
Administrator, Defense Electric Power Administration; Mr. Charles 
W. Connor, Administrator, Defense Solid Fuels Administration: 
Mr. C. O. Mittendorf, Administrator, Defense Minerals Exploration 
Administration; and Mr. J. Ed Warren, Deputy Administrator, 
Petroleum Administration for Defense, of which I serve as_ the 
Administrator. 

These men are available to answer any questions members of the 
committee may ask. 

-Since the invasion of Korea, much progress has been made in 
expanding our energy supplies and in finding and developing new 
domestic mineral and metal resources. During this same period there 
has been a great expansion of basic industrial capacity generally. It 
seems to me that our present position enables us to continue a very 
high-level military defense program and at the same time, with few 
exceptions, allow full freedom to the forces of civilian demand and 
supply. 

Nevertheless, we must not lose sight of the fact that our basic 
expansion tasks are not completed. Industry must continue to meet 
the growing needs of our economy under partial mobilization condi- 
tions. In certain general areas—for example, electric power—we must 
continue to make extraordinary efforts to overcome the threat of 
shortages. 

In calculating the needs for industrial expansion, we must remember 
that industry cannot be expected to maintain production levels in- 
definitely at 100 percent of capacity without impairing proper main- 
tenance, and that provision must be made for replacing wornout and 
obsolete equipment. And we in the Government, in cooperation with 
industry, have a continuing responsibility to assure that our industrial 
capacity is not only adequate to meet the needs of partial mobiliza- 
tion, but we must be prepared to meet the needs of full mobilization 
readiness. 

In this connection, Government must constantly be aware of actual 
progress being made in industrial expansion, so that gaps in production 
capacity which are not being filled can be called to the attention of 
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industry. Mobilization readiness may be seriously affected by such 
gaps, and extraordinary measures may be required to fill them. 

Under the leadership of the Office of Defense Mobilization, reexamina- 
tion of our mobilization base to discover such gaps is now under way. 

[ now want to turn directly to the questions you have before you 
today: What governmental powers are required in support of the 
defense program, and what is the presently foreseeable need for their 
utilization? 

Since questions relating to controls over wages, prices, credit, and 
rents are the direct responsibility of other officials in the executive 
branch, I do not believe that my views on these subjects would add 
anything to those that have already been expressed to you, in connec- 
tion with pertinent provisions of 5. 753 and 5S. 1081. 

No circumstances have yet arisen, which require the requisitioning 
powers provided in title I] of the Defense Production Act, in any of 
the areas under my jurisdiction, and none are now foreseen. My 
statement is directed primarily toward title I of S. 753—priorities and 
allocation powers; title 111—powers enabling the Government to pro- 
vide industry with financial aids and incentives to expansion; and, of 
course, title VII, which relates largely to the ‘‘housekeeping”’ functions 
of defense agencies. 

In connection with title I, I feel that the continuation of full author- 
itv to grant priorities and make material allocations contained in 
title I, section 101, of the Defense Production Act of 1950, as amended, 
is necessary and should be extended to June 30, 1954. 

With regard to other provisions of title I, I have indicated specific 
changes in my report on 5S. 753 and 5S. 1081, which parallel those 
proposed to you by the Acting Director of Defense Mobilization, and 
ae th reflect a policy of minimum use of controls. I believe that the 
programs under my jurisdiction can make satisfactory progress under 
such policy. 

My view—that the defense-supporting programs for which I have 
responsibility will require sparing use of materials controls—is based, 
of course, on these assumptions: (1) the present size and pace of the 
mobilization-readiness program will not change significantly; (2) the 
prevailing economic situation, in which the overall supply and demand 
for goods and services are in substantial balance, will continue. 

Under these circumstances, it seems that the additional section 
proposed for this title by the Acting Director of Defense Mobilization 
is a very useful guide in assuring limited use of the general power to 
allocate. 

The specific uses of the authority in title I, which I foresee as neces- 

sary, or which may be necessary, for Interior’s programs, are consistent 

with this proposed section. Priority assistance will continue to be 
used, of course, to assure scheduled procurement and construction for 
programs of the Defense Establishment and the Atomic Energy 
Commission. Certain specific electric power projects are related to 
the Atomic Energy Commission program, and have been given equal 
priority with the Atomic Ene rgy Commission program itself. In 
order to avoid disruptions and delays in the construction of power- 
plants essential to other portions of the defense program, the continued 
exercise of priority authority in scheduling the delivery of heavy power 
quipment may be required. 
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In the defense-supporting area in general, but particularly in con- 
nection with facilities for producing aviation gasoline and coke, as 
well as facilities included in other portions of the electric power 
program, priority assistance for individual projects or items wil] 
probably be required. But the use of this technique should and wil 
be held to a minimum consistent with the urgency of completion. 

In addition, it will be necessary to insure to essential industrics 
adequate quantities of a few critically short, essential materials, such 
as nickel and cobalt. Certain of these materials are indispensable {o 
the production of fabricated materials and equipment incorporated in 
facilities of defense-supporting industries under my jurisdiction 
They are also indispensable, of course, in connection with programs o! 
the Department of Defense and the Atomic Energy Commission, a 
well as in meeting the goals of our strategic stockpile. The defens 
needs for a very few such materials may continue to be so great that i 
full allocation control is not used, the remainder of the economy woul: 
suffer undue dislocation. 

It may be necessary to allocate electric power in specific regions 0 
the country in which there may be insufficient power to permit carry- 
ing on essential defense activities. This was the case, for example, in 
the Pacific Northwest in the 1951-52 and 1952-53 seasons of low water 
when inadequate electric power supply impaired production of alum 
num. It now appears likely that serious power shortages will occur in 
the future in certain regions of the country, and that allocation orders 
will be needed to protect power supply for defense-production uses. 

In addition, if there should be a prolonged labor dispute in the coal 
industry, it may be necessary to assure coal supplies to essential! 
mobilization activities and to minimize the disruptive effect on oui 
civilian economy. 

The financial incentive powers in title III, I feel, should continu 
to be available generally to assist, when necessary, in bringing about 
essential industrial expansion and resource development. The exten 
sion of the provisions of title III is required for the continuation 
beyond June 30 of the program of the Defense Minerals Exploration 
Administration, to encourage exploration for domestic reserves 0! 
strategic and critical metals and minerals. This program is successfu! 
and should be continued. Our inability to meet increasing require 
ments for these materials must be countered by diligent efforts to 
discover and develop new domestic sources of supply. The search 
for new ore bodies is a complex and long-range proposition. While 
the probability of discovery in many instances may be remote, | 
believe it is vital the exploration continue to be encouraged in th: 
interests of national security. 

Although the program of the Defense Minerals Exploration Admin 
istration is entirely dependent upon the borrowing authority contained 
in title III, the portion of the funds which will be required for its 
continuation at the projected rate after June 30, 1953, will be rela- 
tively insignificant in comparison with the part required to carry on 
the other, larger-scale programs utilizing the same authority. There- 
fore, I urge that whatever limit may be placed upon the amount of the 
borrowing authority, provision be made for this relatively small but 

important program. 

The industries involved in defense programs under my jurisdiction 
have made relatively little use of the Government loans or Govern- 
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ent-guaranteed loans permitted under the Defense Production Act 
weause they have relied largely on accelerated tax amortization 
inder the Internal Revenue ¢ ‘ode—as an incentive for necessary in- 
justrial-facility expansion. We have, however, recommended defense 
pans in a few instances, primarily for coal production in Alaska and 
for petroleum storage for the military. 

As you are well aware, the provisions of title VII of the Defense 
Production Act are generally essential to the effective administration 
{ the defense program. I would particularly like to discuss three 
sections of this title. I urge the continuance of the present section 
710, under which the Government is able to obtain the services of 
skilled executives and technicians from industry without payment 
of compensation by the Government. 

We are frequently unable to hire, at Government salaries, the highl) 
trained and skilled people we require for our mobilization duties. 
(his is partly because many of them now receive far greater salaries 
than we are able to pay; and even apart from the salaries, they are 
inwilling to sever relations with a private employer to enter service 
with a temporary defense agency, particularly when their pension or 
retirement rights would be impaired. 

Seaton 708 of existing law authorizes the President to encourage 
and approve voluntary agreements among businessmen which he finds 
will further the purposes of the mobilization program. ‘The authority 
to terminate such agreements is also vested in the President. I urge 
the continuation of the provisions of this section. 

Section 704 of the Defense Production Act now contains a provision 
denying the Federal! Government the authority to limit the use of 
natural gas in such States as have certified to the President that they 
have undertaken that responsibility. This provision was aimed at 
PAD Order No. 2. This order, however, has now been terminated 
and the reason for that amendment no longer exists. Since we cannot 
now foresee what future emergencies may arise, requiring limitations 
on the use of natural gas, I recommend that the provision of section 
704 be eliminated. 

In summary of my specific views in connection with the proposed 
legislation, 1 want to stress three points: 

Kirst, there is no indication of an effective change in the international 
situation that permits abandoning or relaxing the development and 
maintenance of mobilization readiness programs now under way. 

Second, while I believe that our defense program can be continued 
in the foreseeable future with a minimum use of controls, this does not 
indicate any decreased need for developing and maintaining an ade- 
quate mobilization base. The present general relaxation of controls 
makes it doubly important that we have the power at hand under 
title 1 to meet promptly particular defense problems when they arise, 
and to increase the use of controls whenever a change in the mobiliza- 
tion level or in the economic situation should make them necessary to 
avoid impairment of the national defense and general hardship in the 
civilian economy. 

And third, continuation of financial aids and incentives under title 
[11 must be available for our industrial expansion, so long as our 
mobilization program calls for the expansion of facilities sooner than, 
or different in type, from that dictated by prudent business judgment. 

In the remainder of my statement, I want to discuss with you the 
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defense programs under my supervision and their relationship to the 
defense legislation which you are considering. 

The Petroleum Administration for Defense, which has guided and 
assisted the petroleum and naturalgas industries in their great ac- 
complishments to date, faces a number of particularly difficult tasks 
and responsibilities. The magnitude of petroleum supplies required 
in a military operation is apparent from the fact that roughly 60 per- 
cent of all the tonnage moving overseas in World War II was petro- 
leum. As you know, no military operation can be conducted without 
petroleum. It is not only necessary for airplanes, tanks, ships and 
other mechanized equipment, but it is also the principal fuel for the 
domestic inland transportation system, without which our economy 
cannot function. 

Since our security is today measured in global terms, and petroleum 
supplies and demands are also measured in worldwide terms, our 
responsibility relates to supplies of petroleum products for the demands 
of not only our own forces, but also those of our allies and even, perhaps 
to a lesser extent, those of the entire free world. 

The most acute supply problem with which the Petroleum Admin- 
istration has been concerned is aviation gasoline. While some defense 
mobilization activities have declined in recent months, the problems 
relating to aviation gasoline have not diminished. Rather, they 
continue to be critical. 

In 1947 domestic production of aviation gasoline, 100-octane and 
above, was 17.8 million barrels. In 1949, the year before Korea, it 
increased to 35.2 million barrels. In 1951, the first full year of the 
Korean operation, the domestic industry produced 57.2 million barrels 
of aviation gasoline, and last year 65.1 million barrels. 

The accomplishment is even greater than the figures indicate, 
because the demand for 115-octane gasoline has increased at a sub- 
stantially greater rate than that for 100-octane gasoline. The higher 
octane product requires very substantially more alkylate which is the 
critical bottleneck in the production of aviation gasoline. In the past 
few years the demand for aviation gasoline, not only in the United 

States, but throughout the Free World, has exceeded the available 
supply. Military estimates make it clear that this demand will 
continue to increase for several years. 


PAD has assisted the military in meeting vital aviation gasoline 


requirements in two ways. First, PAD has increased the available 
supplies by finding refineries throughout the country that had or could 
make additional quantities of the individual components required for 
aviation gasoline. Through arranging for shipments of these compo- 
nents from one refinery to another, the substitution of one product 
for another where feasible, and the rearrangement of refinery runs, 
it has enable the domestic refining industry to produce more aviation 
gasoline than would otherwise be possible. This was accomplished 
by a corps of skilled technicians who understood thoroughly the 
petroleum operations of virtually every major refinery in the country. 

Secondly, the supply of aviation gasoline has been increased through 
incremental cost production. PAD has rendered technical advice 
to the military with respect to the fair, equitable increased costs of 
this incremental product, which has enable the military to contract 


intelligently for the purchase of this higher cost product with the 
least disadvantage to the taxpayer. 
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The reason for the shortage of aviation gasoline are: The military 
is by far the largest consumer of aviation gasoline. We now produce 

much more aviation gasoline than the world could consume under 
rail peacetime conditions. The only demand for much of the 
current production, and that to come from facilities now being con- 
structed, arises from our present mobilization needs. These will be 
no increased demand, except under accelerated mobilization or in all- 
out war. The industry is, therefore, reluctant to build facilities 
that have no economic use, except in the event of a war, which we all 
hope will never come. 

The industry is further deterred from increasing production by the 
fact that jet fuels will ultimately cut into the consumption of aviation 
gasoline. Jet fuel is a wholly different product manufactured by 
blending low-grade motor gasoline with kerosene. 

Under the authority of the powers in title I of the Defense Produc- 
tion Act, PAD now has in effect two orders which it believes results 
in the production of as much as 12,200 barrels each day of aviation 
gasoline that would not otherwise be available. These are: PAD: 
Order No. 3, which requires that base stocks suitable for aviation 
gasoline purposes must, with certain exceptions, be eter to the 
production of aviation gasoline; and PAD Order No. 4, which requires 
refiners of aviation gasoline to include not less than ‘ ec. of tetraethyl 
lead per gallon in all such gasoline manufactured for commercial use. 
PAD estimates that Order No. 3 produces 5,000 barrels a day and 
Order No. 4 produces 7,200 barrels a day of aviation gasoline that 
would not otherwise be available. We contemplate continuing these 
orders in effect, so long as the shortage of aviation gasoline continues 
at its current critical level. 

PAD has also been concerned with military procurement of jet fuel 
and Navy special fuel oil. Navy special fuel oil is a blend of heavy 
oils used exclusively by our Navy as fuel for ships’ engines. Increased 
numbers of naval vessels afloat have created supply problems. 

The heavy demands of the military for these and other petroleum 
products since the advent of Korea have contributed to spot shortages 
in the civilian economy. Examples are the shortage of petroleum 
products on the west coast currently, and the shortage of heating oil 
and residual fuel for ships’ bunkers on the east coast in the winter of 
1951-52. While there are no immediate petroleum supply problems 
other than aviation gasoline, PAD must be equipped with the tools, 
during this partial mobilization period, to iusure the flow of the 
petroleum products essential to the security of the Nation if and when 
the need should suddenly occur. 

At the start of World War II, the petroleum industry had a 25- 
percent reserve productive capacity; by that I mean the industry 
was producing at only 75 percent of the rate at which it was then capa- 
ble of efficiently producing crude oil. Today that reserve is no more 
than 15 percent and is approximately equal only to current imports of 
foreign petroleum. 

Accordingly, it is clear that, in any future full mobilization, the well- 
drillimg program would have to be conducted at a very greatly 
increased rate over that prevailing in World War II. While we believe 
that the supply-and-demand situation is now such that, at the current 
mobilization rate, the Government can discontinue the allocation of 
materials to the petroleum industry—except in special cases—the 
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ability to allocate materials generally to the industry in the event of , 
sharp increase in the mobilization level is indispensable and sych 
allocation procedures might well have to be imposed promptly. 

There are specific projects that are indispensable to the mobilizatioy 
program, which undoubtedly will require spot assistance for the 
procurement of critically short materials. The construction of 
facility for the production of alkylate for the aviation gasoline program 
may be held up because of the builder’s inability to obtain on time 4 

heat exchanger or an adequate quantity of quality plate for necessary 
pressure vessels. To ensure vital supplies for the military, it js 
necessary that defense agencies have the power to issue priorities 0 
directives to enable a necessary facility to obtain when needed 4 
component without which the plant cannot be put into production 

The electric power expansion goal originally established in March 
1952, by the Defense Production Admiistration, on the basis of 
recommendations by our Defense Electric Power Administration 
called for the addition of 32 million kilowatts during the 3-year period 
1952-54. The goal was superseded in August 1952, by a new goal 
calling for installation of 41 million kilowatts for the 4-year period 
1952-55. The new goal reduced the yearly steps for 1952, 1953, and 
1954 to take account of the cumulative effect of material shortages in 
1951 and the expected effects of the steel strike in 1952. Because 2 to 
3 years are required to complete a steam generating plant, material 
shortages in 1952, for example, cause delays in scheduled completion 
dates in 1953 and 1954. 

The revised expansion goal contemplated the completion of an 
additional 7 million kilowatts in 1952, but actual expansion was on|\ 
§.1 million. In the 3-year period 1953-55, it now appears that on|\ 
31 million kilowatts will be installed on the basis of present prospects 
for shipment of power equipment, even though the revised goal con- 
templates installation of 34 million kilowatts. The long leadtimes 
involved in the power expansion program, and the full capacit\ 
operation of manufacturers contributing equipment for the prograin 
prevent installation of more than 31 million kilowatts during this 
period. 

Failure to meet the goal means the threat of power shortages. 
These shortages, when they occur, must fall upon industrial produc- 
tion, including important defense production. Power shortages were 
experienced in 1951 and 1952, and it appears quite likely that they will 
occur in various regions of the country in the next 2 years. Thus, 
the Defense Electric Power Administration continues to face a major 
responsibility to keep the power expansion program from falling 
further behind, and to maintain balance among regions in order to 
prevent or minimize regional power shortages. 

The main defense expansion problems faced by our Defense Solid 
Fuels Administration, relate to metallurgical coal and coke production 
Metallurgical, or coking, coal capacity has been expanded about 9.9 
million tons in the last 2 years, or 8 percent over the 1950 capacity 
level, and this year it is expected to reach the goal of slightly more 
than 137 million tons originally established by the Defense Production 
Administration. 

As recently as March 12, 1953, however, the expansion goal for 
blast furnaces was increased by an additional 2 million tons of pig iron 
capacity, thus further increasing the expansion task remaining to be 
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completed for the production of metallurgical coal and coke by 
2,500,000 tons, and 1,800,000 tons, respectively. 

The expansion of byproduct coke capacity has presented more 
difficulty problems than the coal supply for the ovens. Coke-making 
capacity must be provided not only to keep step with the expanded 
needs created by the steel program, but to replace overage ovens which 
are failing under the present high rate of operation. Of ‘the 6.7 million 
tons of oven capac) iy expected to be constructed in 1953, almost half 
is needed to replace obsolete ovens. Although coke requirements of 
the steel industry will grow more rapidly this year than byproduct 
coke oven capacity, the beehive coke industry, which is capable of 
producing from 5 to 7 million tons per year, ‘should temporarily be 
able to make up the difference in requirements, although much of this 
coke is lower in quality and only regionally available. To assure the 
completion of the coke-oven expansion program, it may be necessary 
to make fuller use of existing types of financial incentives. 

Except in the Territory of Alaska, types of coal other than metal- 
lurgical coal have presented few special problems of direct concern to 
the Defense Solid Fuels Administration. Direct military use of coal 
in Alaska, however, will require an increase of nearly 90 percent over 
1951 capacity. As mining in this area presents far more difficult 
operating problems that in ‘other areas, and since the increased output 
is required almost exclusively for military use, it has been necessary 
to stimulate Alaskan coal production by offering incentives to coal 
producers in the form of defense loans and accelerated tax amortiza- 
tion. Programs for increased production have not yet been completed 
to meet the Alaska coal expansion goal, and a continuing effort will be 
required to stimulate production in this area. 

The Defense Minerals Exploration Administration has received a 
total of 1,724 applications, as of the end of February 1953, from 
private mining operators for financial assistance in the search for addi- 
tional deposits of critical and strategic minerals in the United States 
and the territories. 

Some 48 applications were received in February, the largest number 
of applications received in any one month since May 1952. Prelimi- 
nary figures for March indicate an even larger number of applic ations. 

In connection with approved applications, where contracts have 
been executed, significant discoveries of many strategic minerals and 
metals have been made, including such critical types as uranium, 
tungsten, beryl, mica, rutile, manganese, and monazite. Increasingly, 
new applications pertain to explorations for those particular mine rals 
and metals in the list eligible for DMEA assistance that are in most 
critically short supply. 

It should be remembered, however, that in order to maintain gen- 
erally rates of production indic ated by defense expansion goals, 
additional sources of many minerals and metals must continually be 
found to supplant those that are depleted. 

Since there have been no general food shortages during the partial 
mobilization effort, the problems of the Defense Fisheries Acminis- 
tration have been largely those of maintaining a healthy industry and 
facilitating normal production. These problems have been soived 
by the small staff of the Defense Fisheries Administration, through 
the exercise of claimant agency functions in obtaining, for the com- 
mercial fishing industry, the necessary material allotments and 
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priorities to assure required production and processing materials and 
equipment, and through advisory services to other defense agencies 

| believe it is clear from this review of our defense-supporting 
programs that the Government must continue to be concerned wit} 
the timely development of necessary productive capacity and resources 
in these areas, and that this concern should continue to be expressed 
in defe nse legislation designed to assure this development. 

The Cuarrman. Are there any questions? 

Senator Leaman. I am very happy that the Secretary testified 
as he did on page 7, as follows: 

First, there is no indication of an effective change in the international situat 
that permits abandoning or relaxing the development and maintenance of mobi 
tion-readiness } rograms now under Way. 

! am in full concurrence with that statement. 

The CHairmMan. Well, I do not believe there has been any contro 
versy on the part of the witnesses in the last 6 weeks before this 
committee, or on the part of the committee itself. I make that stat. 
ment as a result of questions that have been asked here, in respect 
to the matters which you are interested in. 

I think that is a fair statement, is it not, gentlemen? I do not 
believe there has been anyone who testified that the features of th: 
sections that vou are discussing be extended. I do not believe ther 
has been any exception to that. Does anyone know of any exceptions, 
anvone who is opposed to the extension of the features covered by thi 
Secretary? 

Mr. McMurray. No, sit 

The CuatrMan. So, you are dealing, fortunately, with the features 
of the bill that are not controversial. 

Secretary McKay. Mr. Chairman, my statement here deals with 
the agencies themselves. And I just want to pay my respects to the 
cooperation we have had with private enterprise. ‘These gentlemen 
are loaned by private enterprise, without any costs to the Govern- 
ment for salaries, and they have done a remarkable job. 

Senator Leaman. May I ask a question? 

The CHatrMan. Yes, Senator Lehman. 

Senator Leaman. Mr. Chairman, you will recall that some of the 
witnesses who appeared before us, while advocating the maintenance 
of allocation powers in title 1, recommended that they be applied 
only to defense work, and not to civilian work. 

I was wondering how you felt about that. 

Secretary McKay. Is that in regard to petroleum or electrical 
energy? 

Senator Leaman. What I had in mind is this. I feel that if full 
mobilization or a similar emergency arises, the larger percentage of 
the productive capacity of this country would be « ‘mployed in defense 
activities, leaving a lesser amount for civilians. The share that was 
left for civilian use would be proportionally cut down. 

It is my feeling that if you are confronted with that situation, you 
have got to allocate generally the defense production. Otherwise, 
you are going to have a mad scramble, and the little fellow, producing 

civilian goods, is likely to suffer very severely. 
I was wondering how vou felt about that. 





Secreta 
present nu 
want me a 

Now, 
Interior, 
wateh, is 
instance, 
3 years t 
to build 
because | 

The si 
thing m 
approac! 

Senat 
ance, bu 
would v 
to civills 

That 
tinuatio 
allocati 

I ass 
as well 

Secre 
posal b 

The } 
distribut 
such ma 
the reqt 
without 
in the ¢ 
Tha 
Sens 
Sens 
The 
Sen: 
yester 
positi¢ 
Sec 
Sen 
Th 

Secre' 

we sh 

Wher 

usefu 

Th 
devel 
of of 

He t 

felt t 

No 

petre 
ther 

to th 
on t! 


STANDBY ECONOMIC CONTROLS 1535 


Secretary McKay. I feel that is true, Senator. However, at the 
present moment I think we are in pretty good balance, and I do not 
want to anticipate any difficulty. 

Now, as far as the defense organization in the Department of the 
Interior, both in petroleum and in electrical energy, one thing we must 
watch, is that we have opportunities to secure scarce metals, for 
instance, for the construction of facilities, because it takes about 2 or 

years to build a steam electrical plant, and it takes about 5 years 
to build hydro plants, and we must be in a position to build them 
because they are so close in the defense picture itself. 

The same thing is true with petroleum. But, I think this whole 
thing must be watched very closely, and we must have a flexible 
approach. 

Senator Leaman. I realize that today we are pretty closely in bal- 
ance, but I am concerned about any emergency that may arise, which 
would very seriously disturb that balance, and the situation in regard 
to civilian production might be serious. 

That is why I agree with your statement that you feel the con- 
tinuation of full authority to grant priorities and make materials 
allocations, should be continued. 

[ assume you mean that it should be extended for civilian users, 
as well as producers of defense material. 

Secretary McKay. My position is based on Mr. Flemming’s pro- 
posal before the committee. I should like to quote it for the record: 

The powers granted in section 101 shall not be used to control the general 
distribution of any material in a civilian market, unless the President finds that 
such material is a scarce critical material essential to the national defense; that 
the requirements of national defense for such material cannot otherwise be met 
without creating a serious dislocation of the normal distribution of such material 
in the civilian market. 

That was the testimony of the Chairman of the ODM. 

Senator Leuman. I just wanted to get your feeling on it. 

Senator Bennerr. Mr. Chairman, may I ask a question? 

The CHatrMAN. Yes, Senator Bennett. 

Senator Bennerr. Secretary Weeks testified at great length on that 
yesterday, and I hope the Secretary is not going to be put in the 
position of contradicting his fellow Cabinet member. 

Secretary McKay. No, I would not care to be in that position. 

Senator Bennerr. I just wanted to make sure. 

There was a lot of questioning yesterday, designed to prepare 
Secretary Weeks to abandon that position, and take the position that 
we should have complete civilian allocation, whenever there was any. 
When there was any feeling at all that these materials that would be 
useful in wartime might be in short supply. 

The Secretary testified, as I remember it, that he was attempting to 
develop a new system of distribution, which would require a minimum 
of official intervention in the distribution to civilians of materials. 
He testified that there were at present only five metals in which he 
felt there was any necessity for any allocation. 

Now, you have talked to us about the possibilities of power and 
petroleum, which were outside of his field yesterday. But, I hope 
there will be no impression left that you are taking a position opposite 
to that of the Secretary of Commerce, who testified yesterday in detail 
on this subject. 
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Senator Payne. Mr. Chairman, I think in fairness to the witness. “The powE 
that perhaps that statement of Secretary Weeks might be read for diet 
his benefit, to see if he is in agreement with it. If he has not seen it. > (2) that 
it is a little unfair to ask whether or not he is in accordance with that otherwise be 
same statement. of such mat 

The CuarrMan. I hope we are not going to get to the point in this hardship. 
administration where every witness that comes up here has to sa\ | think t 
exactly the same thing, and has to be in exact agreement with ever) Secretar 
other witness. If we do, then I think we might as well have 1 instead The Cu 
of 8 or 10 or 12 Cabinet members. If they are all going to agree Weeks sax 
before they come up here and simply sit there and act as parrots and | unders 
say, ‘Well, we agree with what the other fellow says.” vet all the 

I do not quite get the reasoning behind that sort of thing, because Secretal 
I think this gentleman ought to have the right to speak his own The Cx 
thoughts and give his own ideas, and his own expression. He ought ihe civilia 
to stand on his own feet and not be bound by anything that Mr. Weeks hardship | 
or anybody else said. Secreta 

I do not quite understand that sort of management or that sort of Senator 
arrangement or that sort of policy. .Now, maybe it is good, but if we the follow 
are going to have that sort of thing, then let us just have one witness My view 
from the administration come up and save all this time and effort will requir 
Let him come up and say, “This is our program,” period, and let it |) the pr 
go at that. oe 

I thought we were holding hearings for the purpose of getting the “a 
benefit of the best thinking of as many people as we possibly could Now, | 
Now, maybe I am wrong. of the In 

Senator Bennett. Well, the reason I projected this into the discus- But I do 
sion is that when we come into executive session to consider this bill, grave da 
I wanted to make absolutely sure that if it were said- that Secretary change § 
Weeks testified thus and so, and he was contradicted by the Secretary control, 
of the Interior, that both of them, in effect, knew what the possible And, s 
implications of their testimony would be. be an wu 

There was a good deal of discussion in this committee, in an attempt services. 
to persuade Secretary Weeks yesterday to retreat from his position Under 
that civilian allocations were not necessary under the present circum- centage 
stances. I thought the Senator from New York was proceeding to very sm 
develop that same point of view today. Since we devoted so much use, I f 
time to it yesterday, I was anxious to make it perfectly clear—I am given to 
not trying to put words in the Secretary’s mouth. I am simply trying left ove 
to clear up in my own mind what his position is, and to point out that met, yo 
there might be an implication that these two members of the Cabinet civilian 
were in disagreement on this rather vital subject. that th 

The Cuarrman. I see no wrong with them being in disagreement, be- and wil 
cause we have got to settle the matter in the Congress and pass the Ther 
legislation. by the 

My observation all my life has been that it is a good idea to be in over, 2 
disagreement, in order to bring out the best, in order to accomplish equitab 
the most, because I think the most dangerous man in any organization, _ Secre 
and that goes for the Government, and the Cabinet, is a “yes man,” a first tir 


man who agrees with what everybody else says. I bel 
Here is what Mr. Weeks said: materi 
will be 


To so restrict the use of title I powers to military production, repeal is recom- Athou 
mended of sections 701 (ec), 714 (f) (3), and 714 (f) (4) of title I of the Defense vi" 
Production Act, and the addition of a new section reading: do not 
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fhe powers granted in section 101 shall not be used to control the general 
istribution of any material in the civilian market unless the President finds (1) 
‘hat such material is a scarce and critical material essential to the national defense, 
and (2) that the requirements of the national defense for such material cannot 
therwise be met without creating a major dislocation of the normal distribution 
f such material in the civilian market to such a degree as to create general 
ar iship.”’ 

| think that is what vou said. 

Secretary McKay. That is right. 

(he CHarrMaAn. Let us make sure we all understand what Mr. 
Weeks said, and what you said. 

| understand it to mean that vou want the war effort or defense to 
vet all they need first. 

Secretary McKay. Yes, sir. 

(he CHArRMAN. And whatever is left over you will not ration among 
the civilian users unless the absence of rationing will create a severe 
hardship upon the economy. 

Secretary McKay. That is correct, sir. 

Senator LEHMAN. I want to point out that Secretary McKay said 
the following, on page 3: 

My view—that the defense-supporting programs for which I have responsibility 
will require use of materials controls—is based, of course, on these assumptions: 


1) the present size and pace of the mobilization-readiness program will not 
hange significantly: (2) the prevailing economic situation, in which overall supply 
and demand for goods and services are in substantial balance, will continue. 

Now, I very much hope that these assumptions by the Secretary 
of the Interior will be proven to be correct, and that it will continue. 
Sut I do not know. I think there is grave danger that it will not, as 
grave danger as I believe our mobilization readiness program will 
change significantly because of conditions over which we have no 
control, 

And, secondly, if that happens, then I certainly feel that there will 
be an imbalance between the supply and demand for goods and 
services. 

Under those conditions, I think if you start to allocate a large per- 
centage of your scarce materials for defense purposes, leaving only a 
very small percentage, or a relatively small percentage, for civilian 
use, I feel that, of course, recognizing the priorities that must be 
given to defense activities, unless you simultaneously allocate what is 
left over among the civilian producers after your defense needs are 
met, you are going to do a very serious injustice to a great many 
civilian users in this country. Under those circumstances I believe 
that the little fellow is always going to get the short end of the deal, 
and will suffer very heavily. 

Therefore, I think that then there is, under emergency proclamation 
by the President, the need to allocate materials. That which is left 
over, after defense allocation, should also be allocated fairly and 
equitably among the civilian producers and users. 

Secretary McKay. Senator, I did not get your question clearly the 
first time. 

I believe that the economy today is such that we could allocate 
materials for direct defense, programs and that sufficient materials 
will be available for the certain economy, including the little fellow, 
without the use of allocation power. I am a free enterprise man, and 
do not like regimentation. For that reason, I am willing to take a 
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chance to see if it does not work. Now, if it does not work, and we are 
running into trouble here because of changes in the defense program 
and other circumstances, we can always go back to the use of these 
powers—but only in the event of a re¢ al emergency. 

The Cuarrman. In other words, you do not want to see it used 
You do not believe in it, unless it is absolutely 100 percent necessary 
If it is necessary, then you want the authority to do it. 

Secretary McKay. Yes, the authority to do it, and do it fast. 

Senator Leaman. May I say this. I am going to take just one 
scarce commodity, and that is copper. Let us assume that under a 
very greatly increased mobilization effort, 50 percent or 60 percent o1 
more “of the available copper is used for defense—and it probably 
would be—leaving only a relatively small amount. Then, IL believe 
that such manufacturers as the automobile companies would have a 
very great advantage over the little fellow, who also needs copper, the 
littie fellow who makes copper pipe, or some kind of electrical appli- 
ances, I think he would be under a very great disadvantage, unless 
he was assured of his fair portion of supplies left over, after the ” fense 
effort. I think he would certainly be called upon to make a great 
sacrifice, and he very probably would be put out of business. 

The Caarrman. I can agree with the Senator, and I think the 
recommendations made by both Mr. Weeks and Mr. McKay here, 
in the language that they have suggested, and in the language that 
is in the bill at the moment, does give ample protection to the very 
thing you are talking about, providing, of course, the authority is 
used if it is needed to be used. 

I have no fear that this administration is not just as much inter- 
ested in the welfare of the people, as any other administration or any 
other group of men. That if conditions arise and make it necessary 
to use controls, as much as they dislike them, as a matter of being 
great believers in the private-enterprise system I feel they will use 
them. Iam confident of that, and that is all we are endeavoring to 
do in this legislation. When they do not need to be used, we hope 
they will not use them; and when they are needed, we hope they will 
be used. 

That is the position I am sure of every member of this committee, 
and I am certain it is the position of the administration. They do 
not want to use them if they are not needed. They do not want to 
do anything that is not necessary. But, if it is necessary, then they 
do want the authority to proceed, and proceed immediately. If they 
do not have that authority under existing legislation, I am sure they 
would be the first to come to Congress and ask for it. 

I am confident that that is the pos:cion of the administration, and 
1 know it is the position of this committee, and I know it is the posi- 
tion of Senator Lehman. We are vitally interested in the welfare of 
all the people, and we are going to continue to be vitally interested 
in the welfare of all the people, but we are pot going to impose upon 
them unnecessary restraints and controls when ‘the vy are not needed. 

The question arises as to how best to write the legislation to do that. 
We do have 2 or 3 controversial points in that respect, but I think 
we can resolve them and work them out. But, let me say this: | 
think it is good that men say, “‘ Well, now, is that needed?” and, “Is 
there not a better way to do it?” 

‘Maybe we had better go carefully. Maybe it is not the thing to 
do od 
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I have no objections to that at all. I think it is very helpful, not 
only to Congress but in the administration and in business. I think 
it is verv, very helpful. 

However, there is a time that comes, of course, when you must 
either go home, or leave home, meaning that there is a time that comes 
when this committee, of course, must say yes or no. There is a time 
that comes when you in the executive branch have to say, “ Well, we 
have got to do something and do it quick.”’ 

| think we are all interested in the same thing. I think when we 
get through with this legislation, that it will be rather satisfactory to 
everybody. At least | hope so. 

Mr. Secretary, I wonder whether it would be possible for you to 
supply for the record a summary statement, and breakdown by size, 
purpose, and possibly material, your exploration and development 
loan program. 

Also, I would like to have a more detailed explanation of how the 
accelerated amortization program was used in the development and 
expansion of mineral and metal supply, both domestically and foreign. 

Secretary McKay. I would be more than happy to supply you with 
that. material. 

(The material referred to follows:) 


Use or FINANCIAL Arps AND INCENTIVES IN PROGRAMS OF DEFENSE AGENCIES 
UNDER JURISDICTION OF THE SECRETARY OF THE INTERIOR 


The statements and tables which follow show, for each of the defense agencies 
under the jurisdiction of the Secretary of the Interior, the nature and extent of use 
of the financial aids and incentives available under title III of the Defense Produc- 
tion Act in connection with the respective programs. Although the authority 
to issue necessity certificates for accelerated tax amortization is derived from 
section 124A of the Internal Revenue Code, rather than from the Defense Produc- 
tion Act, the use of this form of incentive to defense-supporting industrial expan- 
sions has been so extensive that tables pertaining to it are included. 


MINERALS EXPLORATION PROGRAM 


Utilizing the powers and borrowing authority provided by title III of the 
Defense Production Act, the Defense Minerals Exploration Administration con- 
ducts a program to encourage exploration for and development of critical and 
strategic minerals and metals in the United States, its Territories and possessions. 
Under this program, the Government participates with private parties in the cost 
and risks of exploration projects, to the extent of 50, 75, or 90 percent of the cost 
of the project, depending upon the mineral or metal being sought. 

If the DMEA certifies that a discovery or development has been made as a 
result of such a project, the operator is obligated, in the event that minerals are 
produced within 10 years from the date of the contract, to pay royalties to the 
Government out of net proceeds from sales until the total amount contributed 
by the Government is paid, or 10 years have elapsed, whichever occurs first, 

The volume and disposition of applications from private operators for con- 
tracts under this program through February 1953 are indicated below: 


Y e . rd , ~~» 
Status of applications for exploration assistance through February 1953 


Applications approved and contracts executed 162 
Applications denied 722 


Applications withdrawn 310 
Applications in process 230 


Total number of applications received 1, 724 


The status and value of, and the amount of Government participation in, the 
162 contracts which had been executed as of February 28, 1953, are presented in 
the attached table A, which also shows distribution of contracts by metals and 
minerals being sought 

Through February 28, 1953, 26 exploration projects have resulted in certifica- 
tions of discovery or development. Data concerning these projects, as well as 
others which have been terminated, are presented in the attached table B. 
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LOANS TO PRIVATE ENTERPRISE 


Defense agencies under the jurisdiction of the Secretary of the Interior, ex: 
the Defense Minerals Exploration as recommend 


loans to finance expansion of capacity of facilities within their respective purview 
Such Government loans are available under the provisions of section 302 of | 
Defense Production Act 
The table on the following page shows the number, dollar value, and disposit 
of loan applications submitted to the respective agencies through March 31, 19 
NECESSITY CERTIFICATES FOR 


ACCELERATED TAX AMORTIZATION 


The following series of tables presents the status, as of the end of Februar 
1953 of applications for necessity certificates for accelerated tax amortizatio) 
submitted to the Petroleum Administration for Defense, the Defense Solid Fuc 


Administration, and the Defense Electric Power Administration, respectively, for 
report and recommendation. 


Such reports and recommendations are now trans 
mitted to the Office of Defense Mobilization, to which the certifying function was 


transferred recently when the Defense Production Administration, which former], 
performed that function, was merged into the ODM. 

The actions of the certifying agency, as well as those of the recommending 
agency, are indicated on these tables. It should be noted that, for each agency 
the estimated increase in capacity represented by the applications is shown along 
with data on the numbers of applications pertaining to the various categories 
of facilities. A second table, in the case of each agency, presents data on the 
dollar amounts involved and the average percentage of accelerated tax amorti 
zation approved. 


Administration, serve ling 
agencies with respect to applications from private business enterprises for defens; 
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The CuarrmMan. Are there any other questions, gentlemen? 

If not, we thank you, Mr. Secretary. Your statement was very 
helpful. It was right to the point, and we appreciate it. 

Secretary Mc Kay. Thank you. 

The CrarrmMan. Gentlemen, our next witness will be Mr. Romeo 
EK. Short, Director of the Foreign Agricultural Service. 

Do you have anyone with you this | morning, Mr. Short? 

Mr. Suorr. Yes, Mr. Robert B. Se hwenger and Mr. Oscar Zaglits. 

The CuatRMANn. You have a prepared statement, Mr. Short? 

Mr. Suorr. Yes, very brief, sir. 

The Carman. You may proceed, then, in your own way, and 
when you get finished we will ask you some questions. 

Mr. Snort. Thank you, sir. 


STATEMENT OF ROMEO E. SHORT, DIRECTOR, FOREIGN AGRI- 
CULTURAL SERVICE, DEPARTMENT OF AGRICULTURE 


Mr. Snort. I appreciate this opportunity to appear before your 
committee to testify regarding the provisions in S. 753, which would 
incorporate section 104 of the Defense Production Act on a standby 
basis in the Emergency Stabilization Act of 1953. 

[ believe it would be best for me to begin by reporting to you the 
view of the Dpeartment of Agriculture that the problem of the control 
of imports of agricultural products into the United States is not 
primarily a standby problem. It is a problem that is with us right 
now. We are buying butter, cheese, and dried milk every week under 
our price-support program. We do not see an early end to these 
purchases. Hence, it would seem desirable to deal with the problem 
otherwise than in emergency standby legislation. 

The basic objective of section 104, as we understand it, is to pre- 
vent imports from interfering with programs of the Department of 
Agriculture for dairy products, fats and oils, peanuts, and rice, or 
from causing injury to the producers of these commodities. We fully 
agree with this objective. 

[t is important to note, however, that section 22 of the Agricultural 
Adjustment Act has a similar basic objective. It is our fe ling i in the 
Department that it is desirable to rely on a single authority. 

We believe that this could be done best by letting section 104 expire 
on June 30, 1953, and, in its place, using the import-control authority 
provided for by section 22. 

The President’s authority under section 22 covers all agricultural 
commodities, and products thereof, for which the Department of 
Agriculture has a program. Moreover, it is embodied in permanent 
legislation. 

Section 22 provides for the imposition of import quotas or fees by 
the President if, on the basis of a Tariff Commission investigation, he 
finds that articles are being imported, or are practically certain to be 
imported, into the United States under such conditions and such 
quantities as 

a) To render or tend to render ineffective, or materially interfere 
with, any program undertaken by the Department of Agriculture in 
respect to any agricultural commodity or product thereof; or 

6) To reduce substantially the amount of any product processed 
in the United States from any agricultural commodity or product 
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thereof with respect to which a Department program is being under- 
taken. 

We feel very strongly that Congress intended section 22 to be used 
where necessary. The changeover from section 104 presents certain 
problems. We have these problems under study and hope shortly to 
be able to have definite recommendations as to how they may be 
handled. 

We believe that section 22, properly and promptly administered, 
can provide the necessary protection for our domestic agricultural 
programs. In addition, section 22 permits that to be done in a manner 
more consistent with our international trade interests and objectives 

As you know, the prosperity of United States agriculture is depend- 
ent upon expanding markets, both at home and abroad. In the last 
fiscal year, we exported more than 40 percent of all the wheat and rice 
produced in the United States, close to 40 percent of our cotton crop, 
about one-fourth of our tobacco and lard, and large portions of many 
important horticultural products. In addition, we are exporting large 
quantities of oilseeds, fats and oils, and rice, commodities presently 
listed under section 104. 

In conclusion, | would like to stress that, at this time of declining 
agricultural prices, it is very important that we put forth every feasible 
effort not only to maintain but to expand our foreign markets. We 
feel that our efforts in this regard can best be attained if we handle our 
export and import problems as much as possible within the framework 
of our international agreements. 

The CuarrMaNn. Are there any questions, gentlemen? 

Senator LeHmMan. May I ask one question? 

The CHatRMAN. Senator Lehman. 

Senator Leaman. I believe this indicates, in relation to dairy 
products, the Congress has decided that authority is not to be exer- 
cised with respect to certain types of cheeses, such as Roquefort and 
Switzerland Swiss, which are clearly not competitive with domes- 
tically produced cheeses. 

I would like to ask whether that would continue to be the policy. 
I can see perfectly well, of course, the serious impact of dairy products 
brought into this country, in competition with our own, in certain 
items. But I believe I am correct in saying that is true with regard 
to the two types of cheeses that I have mentioned—there is no com- 
petition. Therefore, I was wondering whether the policy which has 
been clearly enunciated by the Congress, would continue. 

Mr. Suorr. | think that is correct, sir. 

Senator Leuman. Mr. Chairman, may I ask to read a little state- 
ment, which I have prepared, into the record? 

The CHArRMAN. You may proceed. 

Senator LeHmMan. At the present time there is included in title I 
of the Defense Production Act, section 104, relating to import con- 
trols on fats and oils, peanuts, butter, cheese, and other dairy products. 

The recommendation of Mr. Arthur S. Flemming, the Acting 
Director of the Office of Defense Mobilization, was to the effect that 
title I should be continued until June 30, 1954. In discussing section 
104, however, the statement was made that the Secretary of Agri- 
culture is probably better qualified to testify on this provision than 
Mr. Flemming. There was some question as to whether the present 
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administration would recommend continuation of section 104 and the 
import controls, which it establishes. 

In the event that such import controls are continued, and I am glad 
to hear that the Department of Agriculture recommends that section 
104 be allowed to expire, I would like to point out that the Congress 
in past years has made it clear that such import authority is not to be 
exercised with respect to certain types of cheeses, such as Roquefort 
and Switzerland Swiss, which are not competitive with domestic 
c ‘hee ‘ses. 

The record of the Congress has been pretty close on this point. 
On page 22 of the report from the Senate Committee on Banking and 
Currency, accompanying the bill S. 2594, the following statement was 
made: 


Items which are not directly competitive with one another should not be barred 
from import merely because their importation might have an indirect but remote 
effect upon other articles of commerce covered by the criteria for import controls 
set forth in this section. 

Again in Conference Report No. 2352, on the same bill, the con- 
ferees made the following statement: 

The committee of conference desires to make it clear that this authority is not 
to be exercised with respect to types of cheeses, such as Roquefort and Switzerland 
Swiss, which, because of their United States’ selling price, are clearly not competi- 
tive with domestically produced cheeses. 

It seems quite clear that the legislative history on this point has 
established beyond any question that there is no point whatsoever 
in restricting the importation of cheeses which are not competitive 
with United States products. In fact, such restrictions operate not 
only against imports of such products, but also against American 
producers who utilize these imports in their own products. 

I appreciate the indication from the Department of Agriculture 
that the policy previously outlined by the Congress with respect to 
this matter will be continued in the future. 

Senator Bennerr. Mr. Chairman? 

The CuarrMan. Senator Bennett. 

Senator Bennerr. Mr. Short, I am interested in the situation 
presented by your statement. You remind us of what we do not 
need to be reminded about, that you are now pure hasing milk products, 
butter, cheese, and dried milk, under your price-support program. 

I think the chief interest in the support or maintenance of section 
104 comes from the dairy industry. Has the Agriculture Department 
given any indication to the dairy industry that if section 104 is allowed 
to expire, that the importation of competitive products will not 
present a serious problem, in view of the present necessity to support 
these products by your program? 

Mr. Suort. Yes. We are giving study to that at this time, sir, 
and I hope to be in a position to make definite recommendations. 

Senator Benner. Is there any possibility that your recommenda- 
tions will be available before the present act expires, which is the 30th 
of June? 

Mr. Suort. Yes; I am quite sure, sir. 

Senator Bennetr. Do you think there is going to be an adequate 
time pattern there, so that the domestic industry will know what to 
expect from the Department of Agriculture, before this particular 
special protection that was written into section 104 expires? 
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Mr. Suorr. Yes, we have practically 90 days to make such 
investigations. 

Senator Bennett. You have 90 days, but section 104 is part of the 
Defense Production Act, and the more important features of that act 
expire on April 30. 

Mr. Suorr. I am sure we will have recommendations available 
before the committee in the not too distant future, so you will be able 
to have at least the benefit of our thinking in just how to approach 
that problem in the transition. 

Senator Bennerr. I am sure it will be very helpful to us in this 
committee, and in the Congress, to have your position known, before 
we decide on the question of whether section 104 should be allowed 
to expire or not. 

Mr. SHorrt. I appreciate that, sir. 

Senator Bennerr. You can assure us that will be available? 

Mr. Suort. Yes, sir. 

The CuarrMan. Mr. Short, your recommendation is that section 
104 should be eliminated from the bill? 

Mr. Suorr. That is correct, sir. 

The Cuairman. You will do in section 22 of the Agricultural 
Adjustment Act what section 104 endeav ors to do? 

Mr. Snort. Yes, sir; we hope to do it under the provisions of 
section 22 of the Agric ultural Adjustment Act. We would do it in 
such a manner as to effect the primary objectives of section 22, which, 
of course, are the primary objectives of section 104. 

The CHArRMAN. You are speaking now for the Department of 
Agriculture? You are respresenting the Secretary of Agriculture. 

Mr. Suort. Yes, sir. 

The CuarrMan. Your recommendation is that we eliminate section 
104 from the bill? 

Mr. Suort. Correct, sir. 

The Cuarrman. You will do whatever section 104 requires under 
section 22? 

Mr. Snort. We feel that, with the opportunity and the efforts to 
administer section 22 in the spirit which I am sure that the Congress 
intended, we can at the same time have the flexibility that is necessary 
to help promote the overall expanding program of trade, which is 
tremendously essential to American agriculture at the moment 
Our exports have fallen off about 30 percent up to this time, for this 
year, as compared to a year ago. And, it is a material factor, in our 
opinion, in what is happening to our price structure. It is tremen- 
dously important to American agriculture that we somehow evolve a 
program that will maintain our markets and expand them to the point 
where we can enjoy greater prosperity in this country. 

The CuarrMan. Now, is Mr. Linder here? 

Mr. Linper. Yes, sir. 

The CuatrMan. You are going to testify in a moment. 

Has the Secretary of Agriculture consulted with the Secretary of 
State on this matter? 

Mr. SuHorr. Yes. 

The CuarrMANn. Your testimony is also going to recommend elim- 
inating section 104? 

Mr. Linper. It will, sir. 
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The CHarrMan. Handling it under section 22 of the Agricultura! 
Adjustment Act? 


Mr. Linper. That is correct. 

The CaarrMan. Well, at the present time you are buying millions 
of dollars worth of dairy products. 

Mr. Suorr. We are buying too many. 

The CHarrMan. Then, if you permit more foreign agricultural 


products to come into the country, will you not be buying even more 


than vou will now? 


Mr. Suorr. Well, it is very definite, Senator, that it would certainly 
be the responsibility of important officials within the Department of 
Agriculture, and other administrative branches of the ( yovernment, 
together with the Congress, to evolve a program on foreign trade that 
will give us a maximum market. We certainly do have some prob- 
lems regarding imports, especially on agricultural commodities, in 
which the support prices are higher than the world price, which tends 
to invite importation of agricultural products maybe in excess of 
what they would be if the prices on our programs were more in line 
with foreign prices. It is a veal problem. 

The CuarrMan. What is it that you dislike about section 104? 

Mr. Suort. The difficulty with section 104 is the fact that it has 
no flexibility in it at all. [or imstance, we are exporting a consider- 
able quantity of products the are already listed in section 104. 
Now, while section 104 applies a little differently to rice than it does 
the other products, in analyzing that situation 

The CHArRMAN. Suppose we took rice and these other things out, 
and just had section 104 apply only to dairy products. What is your 
comment on that? 

Mr. _— We have current mformation, indicating we think 
there is real opportunity for developing some export markets on 
many of | our dairy products, and we should avoid arbitrary action, 
if it is possible to do it. 

The Cuarrman. In other words, your objection to section 104 is 


that it is too specific m its language as to what you must and must 
not do? 


Mr. Snort. That is right. 

The CHarrman. You think you can handle it better by having 
flexibility, leaving it up to your judgment from time to time, as to 
what should or should not be done? 

Mr. Suort. We think that proper steps can be taken, and, at the 
same time, not incur the enmity of our friendly nations in trying to 
work out better trade relations and better foreign economic policy, 
which is so important, it seems to me, to all the other foreign policies 
that we have today. 

We feel this gives us that much greater opportunity, and we will 
still be able to take whatever steps are necessary to keep from being 
put in an untenable position that we might be put in under the agricul- 
tural adjustment programs, especially the situation we find in butter 
today—and we might find it in some other commodity. 

But, we feel, and experience has indicated, that we can work those 
things out on the basis that we can at least keep our friendly relation- 
ships, and it will give us the opportunity to expand markets overall, 
in a much better manner than we are able to do otherwise. 

The CHarrMan. Any other questions, gentlemen? 
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Senator Bennett. I would like to ask just one simple question: Do 
you feel that if section 104 is taken off, you will be able to operate the 
milk and dairy products program in such a way that you will not 
increase the Government’s obligation to support the domestic market? 

Mr. Suort. We hope that very satisfactory arrangements can be 
worked out in that respect, yes, sir, and still not incur the enmity of 
our friends, who buy a lot of our agricultural commodities. 

Senator Bennett. I know the members of the industry feel that if 
section 104 were not there, every pound of butterfat you imported, or 
cheese which you imported, would eventually replace another pound 
from the domestic market and add another pound that would have to 
be purchased under the price-support program. 

But, you feel you will be able to work that out in such a way that 
you will not increase the cost of the price-support program? 

Mr. Suorr. Certainly, within reasonable limits, | would say. But, 
I think you have got to weigh these things. 

It would certainly be a matter of responsibility for the Secretary of 
Agriculture, under the agricultural adjustment programs, to admin- 
ister the program in strict conformance with the law, in strict accord- 
ance to the policies laid down by the Congress. And, at the same time 
it is just as important that we not only do that, but that we do it in 
such manner as to limit to the minimum cost of such programs, not 
not only in regard to this matter, but in regard to the handling of 
commodities that are in storage, keeping them current and avoiding 
loss through deterioration and other ways. 

I think it is a very important responsibility on the part of the Secre- 
tary of Agriculture to do that, and he certainly would be very conscious 
of that effort in this field. 

Senator Bennett. Thank you. 

The CHarrMan. Senator Robertson, this is Mr. Short from the 
Department of Agriculture, testifying for the Department of Agricul- 
ture. 

He has just testified that they want section 104, which you are 
familiar with, eliminated from the bill. They feel, according to Mr. 
Short, that they can handle all the features of section 104 in section 22 
of the Agricultural Adjustment Act. 

Senator Roperrson. I have confidence in the Secretary of Agri- 
culture and the Department of Agriculture, and I think that they are 
aware of the problem confronting our farmers. I believe they are also 
aware of the fact that if they ask for authority to do a given job to 
protect dairy farmers, under existing law, and fail to do it, they will 
have a tough time getting those votes in the next election. 

I am willing to follow that recommendation. 

The CuarrMan. In other words, you are putting it right m their 
lap? 

Mr. Rosertson. That is right. 

The CuarrmMan. Senator Frear, do you have any questions? 

Senator Frear. | have no questions. 

The CHarrRMAN. Does anyone else have any questions? 

I think your opinion is very clear, Mr. Short, to drop section 104. 
That is the opinion of the Department of Agriculture. 

Mr. Suort. That is right. 

The CuarrMan. I think that is all; thank you. 
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Would you mind remaining a moment until we listen to the testimony establish 
of Mr. Linder, the Assistant Secretary of State for Economic Affairs? | section It 
Mr. Snort. | would be very happy to, sir. title If 
The Cuarrman. There might be some questions we would like to world de 
ask you. uncondit 
Thank you very much. tion to tl 
Senator Leaman. Mr. Chairman, I may not be able to remain defense } 
through this hearing. I would like to make a very brief statement, It is ne 
if | may. I want to express my very high admiration and great by lapse 
appreciation for the manner in which these hearings were conducted free nati 
by our chairman. The chairman has shown unfailing courtesy and law pres 
fairness to members of the.committee and to all the witnesses. | as for ou 
have been on a great many committees, and I have attended a great that this 
many hearings on bills. I have never known of anv hearing where As I s 
there has been such a real, sincere, and constant effort on the part of to the de 
the committee, under the leadership of the chairman, to get at the imports | 
facts, so that we would really know what we were legislating on and This see 
be able to present to the Senate a sound, workable, and fair bill. of S. 75: 
I take great pleasure in expressing my very deep appreciation. trols. I 
The CuarrmMan. Thank you, Senator Lehman. Thank you very national 
much. 4 Apart 
Now, Mr. Linder, I presume you prefer to read your statement? | Departn 
Mr. Linper. I do, sir. : tinuatio 


has bee! 
tinue it 


The CHarrMAN. You may proceed. 


STATEMENT OF HAROLD F. LINDER, ASSISTANT SECRETARY OF In sa 
STATE FOR ECONOMIC AFFAIRS that the 
which 
Mr. Linper. Mr. Chairman, I wish to thank the committee for product 
the opportunity of testifying with respect to this bill. The Depart- which « 
ment of State is interested mainly in two problems related to the impair 
bill, namely, the need for continuing powers to insure that adequate injury | 
supplies of materials are available for the free world defense effort, the Ag 
and the deletion of section 104 from the bill. escape | 
The Department agrees with the premise that direct economic The | 
controls, while basically incompatible with the American system, may siderab 
be needed in certaia circumstances. Experience has shown that the solvenc 
benefits of such controls in an emergency period extend not only to sized i 
the United States but to Allied and other friendly nations throughout foreign 
the world. table . 
A significant contribution to world economic stability was made essentie 
when the United States instituted comprehensive economic controls impose 
after the invasion of Korea. In another comparable emergency, the The 
interests of the whole free world might again rest on prompt action States 
by the United States Government to hold inflationary forces in check underté 
and channel resources to essential needs. commit 
Whether it is necessary to enact standby authority for the several ten cou 
types of direct economic controls, as they are no longer currently leaders 
needed, is a question which the Department considers to be outside . observ: 
its competence. It defers in this to the agencies responsible for those like to 
controls. The 
The Department does, however, have specific comments on certain Mr. 


other aspects of S. 753. This bill would place in standby condition The 
title I of the present Defense Production Act. The authority to | record. 
; 


(The 
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establish priorities and to allocate materials and facilities conveyed by 
section 101—like that to stimulate expansion of productive eapacity- 
title I1I—is still needed to assure adequate materials for the free 
world defense effort. Section 101 should be retained on an active, 
unconditional basis, so that there can be a prompt and orderly transi- 
tion to the modified system of materials control needed to safeguard 
defense production. after June 30. 

It is not only United States defense programs that might be impaired 
by lapse of this section. The progress of military programs of other 
free nations now depends in part upon United States supplies. The 
law presently permits us to assure supplies for these programs, as well 
as for our own. It is in the interest of our total defensive strength 
that this continues to be possible. 

As I said at the outset, this Department attaches great importance 
to the deletion from the new legislation of section 104, which restricts 
imports of certain agricultural commodities, including dairy products. 
This section would not appear to be germane to the general purposes 
of S. 753, to provide standby authority for emergency economic con- 
trols. Rather it deals with current problems affecting our inter- 
national trade relations and domestic agricultural programs. 

Apart from the question of appropriateness in this context, the 
Department of State has given careful thought to the need for con- 
tinuation of section 104, and we can only conclude that this provision 
has been so harmful to our international trade relations that to con- 
tinue it, whether on an active or a standby basis, would be unwise. 

In saying this, I want to make it perfectly clear to the committee 
that the Department of State is keenly aware of the difficulties with 
which we are now faced in connection with our domestic dairy- 
products program. However, there are other remedies in our laws 
which can be used to deal with situations in which imports might 
impair agricultural programs for dairy products or cause serious 
injury to the dairy industry. Such remedies exist in section 22 of 
the Agricultural Adjustment Act of 1934 as amended, and in the 
escape clause of the Trade Agreements Extension Act of 1951. 

The extension of section 104 by the United States would do con- 
siderable damage to our efforts to achieve economic strength and 
solvency among friendly foreign countries. The President empha- 
sized in his state of the Union message to the Congress that ‘our 
foreign policy will recognize the importance of profitable and equi- 
table world trade.”’ By introducing trade barriers which are not 
essential to the protection of American agriculture, the restrictions 
imposed under section 104 defeat this objective. 

The extension of section 104 controls would compel the United 
States to continue to act inconsistently with agreements previously 
undertaken with friendly countries. The c ontinued disregard of these 
commitments in the face of well-founded and repeated protests from 
ten countries is seriously undermining efforts to build confidence in our 
leadership along the whole front of our foreign policy, as may be 
observed from the notes we have received, copies of which I should 
like to submit for the record. 

The Cuarrman. Do you have those at the moment? 

Mr. Linprr. I do, siz 

The CuHarrMAN. Without objection, they will be placed in the 
record. 

(The documents referred to are as follows:) 
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RESOLUTIONS ON SecTION 104 BY THE CONTRACTING PARTIES OF THE GENERAL 
AGREEMENT ON TARIFFS AND TRADE AND DETERMINATION RE NETHERLANDS 


GENERAL AGREEMENT ON TARIFFS AND TRADE 


L/59 
6 November 1952 


Unirep Stares Import Restrictions ON Dairy Propucts, Drarr RESOLUTION 

The ConrractinG Parties 

Nove with regret from the reports submitted to the Seventh Session that the 
United States Government has not succeeded in its efforts to effect the repeal of 
Section 104 of the United States Defense Production Act. 

Nor# that, as a result of amendments made to that Act, and also of consequent 
administrative action, it has been possible for the United States Government to 
mitigate for some products the restrictions imposed in accordance with Section 104 
of the United States Defense Production Act. 

Nore however that Section 104 in its present form, stil! requires the mainte- 
nance of restrictions inconsistent with the provisions of the General Agreement; 
and 

Recocnise that, although the measures introduced by the United States 
Government have reduced or eliminated the damage caused to some contracting 
parties by these restrictions, many contracting parties have indicated that they 
are still suffering serious damage and that some contracting parties have indicated 
further that the recent partial relaxation of the restrictions has not improved the 
position with regard to products in which they are interested. 

The ConTrRActTING PARTIES 

ConrtRo the findings made in their resolution of 26 October 1951— 

a) that concessions granted by the United States Government to con- 
tracting parties under the General Agreement have been nullified or impaired 
within the meaning of Article X XIII-of the General Agreement and that the 
import restrictions in question constitute an infringement of Article XI of the 
Agreement and 

b) that the circumstances are serious enough to justify recourse to Article 
X XIII, paragraph 2, by the contracting parties affected. 

Resolved, notwithstanding any recourse that contracting parties may take to 
Article X XIII while these restrictions are in effect, 

1. To RECOMMEND that the United States Government have regard to the 
effects of its continued application of these restrictive measures in breach of 
the General Agreement and continue its efforts to secure the repeal of Sec- 
tion 104 of the Defense Production Act as the only satisfactory solution of 
this problem and 

2. To request the United States Government to report to the ConTract- 

ING PARTIES at as early a date as possible and, in any case, not later than the 

opening of the Eighth Session of the ConrractTinGc PaRTIEs on the action 

which it has taken. 
The foregoing Resolution supersedes the Resolution on the same subject, 


adopted by the Conrractina Parties on 26 October 1951, during the Sixth 
Session. 


RESOLUTIONS 


1. ResoLuTion or OcTrorerR 26, 1951, CoNcCERNING THE UNITED StTaTEs IMporRT 
RESTRICTIONS ON Darry Propucts IMposED UNDER Section 104 oF THE 
Unrrep States DerenseE Propuction Act 


TAKING NOTE of the statement made on September 24 by the United States 
representative regarding Section 104 of the United States Defense Production 
Act under which the United States Government has imposed restrictions on the 
importation into the United States of a number of dairy products, 

TAKING NOTE with satisfaction of the strong determination on the part of the 
United States Government, as indicated in this statement, to seek repeal of 
Section 104 of the Defense Production Act, and of the speedy action taken looking 
toward such repeal, 

TAKING NOTE of the further statement on October 26 by the United States 
representative reporting that such action had not yet resulted in such repeal, 
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{ECOGNIZING that concessions granted by the United States Government to 
contracting parties under the General Agreement have been nullified or impaired 
within the meaning of Article XXIII of the General Agreement and that the 
import restrictions in question constitute an infringement of Article XI of the 
Agreement, and 

RECOGNIZING FURTHER that a large number of contracting parties have indicated 
that they have suffered serious damage as a result of this nullification or impair- 
ment, and that the circumstances are serious enough to justify recourse by those 
contracting parties to paragraph 2 of Article X XIII, 

The ConTrRAcTING PARTIES 

RESOLVE, Without prejudice to the rights of any contracting party under para- 
graph 2 of Article X XIIT: 

(i) To CounsEt the contracting parties affected, in view of the continuing 
determination of the United States Government to seek the repeal of Section 
104 of the United States Defense Production Act and the high priority and 
urgency which it has stated it will give to further action to this end, to 
afford to the United States Government a reasonable period of time, as it 
has requested, in order to rectify the situation through such repeal, and 

(ii) To reEQquEsT the United States Government to report to the Con- 
TRACTING PARTIES at as early a date as possible, and in any case not later 
than the opening of the Seventh Session of the ConTRACTING PaRTIEs, on 
the action which it has taken. 


15. DETERMINATION OF NOVEMBER 8, 1952, CONCERNING THE MBASURE 
PROPOSED BY THE NETHERLANDS GOVERNMENT FOR THE APPLICATION OF 
ArticLe XXIII:2 anp AvTHORISING THE NECESSARY SUSPENSION OF ITS 
OBLIGATIONS TO THE UNITED STATES 


Taxkina Nore of the request from the Netherlands Government for the appli- 
cation of paragraph 2 of Article X XIII of the General Agreement, and 
CONSIDERING information relating to the damage suffered by the Netherlands 
through limitations on its ability to sell its products in the United States market 
owing to the restrictions imposed by the United States of America under Section 
104 of the Defense Production Act, 
The Conrractina PARTIES 
DETERMINE— 
1. that the measure proposed by the Netherlands Government is appro- 
priate in character, and 
2. that, having regard to 
(i the value of the trade involved, 
(ii) the broader elements in the impairment suffered by the Neth- 
erlands, and 
(iii) the statement of the Netherlands Government that its principal 
objective in proposing the measure in question is to contribute 
to the eventual solution of the matter in accordance with the 
objectives and spirit of the General Agreement, 
the limitation by the Netherlands of imports of wheat flour from the 
United States to 60,000 tons in 1953 would be appropriate within the 
meaning of Article X XIII, and 
\uTHORISE the Netherlands Government to suspend the application to the 
United States of their obligations under the General Agreement to the extent 
necessary to allow the Netherlands Government to impose an upper limit of 
60,000 metric tons on imports of wheat flour from the United States during the 
calendar year 1953. 


[Copies of notes submitted earlier by friendly countries expressing concern 
regarding the import restrictions imposed under section 104 appear on pages 
2951-2958 of part 4 of hearings on Defense Production Act amendments of 1951 
before Committee on Banking and Currency, United States Senate, 82d Congress, 
Ist session.] 


80216—53—pt. 4-19 








1560 STANDBY ECONOMIC CONTROLS 


DanisH EMBASSY 


WASHINGTON 8, D. C. 
Ref. No. 88F. 8. b. 

The Danish Ambassador presents his compliments to the Honorable the 
Secretary of State and has the honor once more to draw the attention of the 
United States Government to the serious concern of his Government at the 
restrictions imposed under section 104 in the Defense Production Act on imports 
into the United States of dairy products. 

Under the above provisions the import of one of the principal Danish export 
commodities, butter, is subject to a complete embargo nullifying tariff concessions 
obtained from the United States Government by Denmark and other countries 
on a quid pro quo basis under the General Agreement on Tariffs and Trade. 

Imports of another product, which would otherwise have been a particularly 
suitable object of endeavors to increase Danish dollar earnings, blue mold cheese, 
have been kept at an artificially low level. 

In addition hereto quota limitations have recently been applied to the import 
of dry whole milk, at a time when Danish exporters had succeeded in establishing 
a competitive market here for this product trying, in this way, to make up for 
lost markets here for other milk products such as butter and cheese. 

The nature of the provisions of section 104 is well illustrated by the fact that 
while falling domestic production would invoke action through imposition of 
quotas under subparagraph a, an increasing domestic production may establish a 
case for import restrictions under c. 

Both at the sixth and seventh sessions of the contracting parties to the General 
Agreement on Tariffs and Trade a resolution was passed to the effect that the 
United States import restrictions under section 104 constitute an infringement of 
article XI of the general agreement, and that the circumstances were serious 
enough to justify recourse to article X XIII, paragraph 2 (withdrawal of conces- 
sions) by the contracting parties affected. It was recommended (in the words of the 
resolution of the seventh session) ‘‘that the United States Government have regard 
to the effects of its continued application of these restrictive measures in breach 
of the general agreement and continue its effeorts to scure the repeal of section 
104 of the Defense Production Act as the only satisfactory solution of this prob- 
lem.’”’ The United States Government was requested ‘to report to the contract- 
ing parties at as early a date as possible and, in any case, not later than the 
opening of the eighth session of the contracting parties on the action which it has 
taken.” 

It is the earnest hope of the Danish Government that the United States Govern- 
ment will continue to use its best endeavors to secure the abolishment of the 
provisions in section 104 at the expiry of the Defense Production Act on June 30, 
this year, and to use its influence to prevent actions to establish a substitute 
legislation based on similar principles. 

It would seem to be a matter of particular concern that the United States 
Government should not let itself be distracted from this aim—or Congress be 
unduly influenced—by the existence of temporary Government surplus stocks of 
butter. As repeatedly pointed out by the administration, and also by 4 leading 
farmers’ organization, during discussions in Congress on section 104, other pro- 
visions, such as section 22 in the Agricultural Adjustment Act as amended, 
establish authority and procedure for limitation of imports of any products for 
which there is an agricultural program (ineluding price support), whenever it is 
found that imports interfere, or are practically certain to interfere, materially 
with such a program. 

The Danish Government, of course, does not view with favor any such provi- 
sions. However, the application of section 22, as it now stands, and similar 
provisions would not, as seems to be the ease of section 104, mean the establish- 
ment once for all of what in practical terms amounts to a complete embargo on the 
importation of butter. 

The Danish Government has noted with great interest the very specific recom- 
mendations on the question of dairy imports, including butter, made in the recent 
report to the President by the National Advisory Board of the Mutual Security 
Agency and trusts that eventually action will be taken along the lines suggested. 
It has also noted that several important trade organizations, including some 
representing agriculture, have recommended the abolishment of the provisions of 
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section 104. The same recommendation was contained in the so-called Sawyer 
report of December last year. The provisions are condemned as incompatible 
with the traditional policy of the United States Government to establish a more 
liberal international trade and payments system, the progress of which has been 
frustrated by the difficulties of overseas countries to earn a sufficient amount of 
dollars to pay for imports from the United States of agricultural and other 
products. 

It is noted that certain modifications of the cheese import restrictions have 
been made lately. These modifications, however, apply principally to types of 
cheese imported from countries other than Denmark, which means that a de facto 
discriminatory element has been established in the administration of section 104. 
As already pointed out in Monsieur de Kauffmann’s note of September 9, 1952, 
it is a matter of special regret to the Danish Government that full restrictions are 
maintained on imports of blue-mold cheese at a time when another type of cheese, 
which from a practical point of view must be considered quite similar in respect of 
appearance, quality, taste, and consumption purposes, has been wholly exempted 
from control. 

In the press release of December 30, 1952, Mr. Brannan, then Secretary of 
Agriculture, announced an increase of 500,000 pounds in the basic annual quota 
for blue-mold cheese. It is interesting to note that the communique stated that 
the quota increase was made in recognition of the strong demand for this type of 
cheese Further, it stated that “although domestic production of blue-mold 
cheese has recovered substantially in the past years, prices of both the domestic 
and the imported product have remained firm.’”’ In the opinion of the Danish 
Government it might not have been unreasonable to expect that, under the cir- 
cumstances referred to, the Department of Agriculture would have found occasion 
to include blue-mold cheese among the several other types of cheese released from 
import control, thereby removing a cause of friction. On a prima facie basis it 
would seem that removal of the import restrictions on blue-mold cheese, under 
the circumstances, in no way would be contrary to the provisions of section 104 
In this connection it is well worth observing that, to the knowledge of the Danish 
Government, none of the modifications of restrictions on dairy imports, granted so 
far, have met with publie criticism in the press or otherwise 

The Danish Government would, therefore, ask that the United States Govern- 
ment once more consider the matter with a view to exempting blue-mold cheese 
from the quota restrictions. 

As pointed out by the Cheese Importers Association of America, during hear- 
ings on the 13th instant in the Senate Banking and Currency Committee to ter- 
minate restrictions on cheese imports, these imports do not, under the present 
circumstances, anyway, threaten domestic manufacture. Prices of imported 
types of cheese, possibly with the exception of Cheddar, are higher than prices of 
domestic cheeses. The retail price of Danablue is at present 87 to 89 cents per 
pound or 14 to 21 cents per pound more than the price of domestic blue cheese. 

While there seems to be a very firm demand for this type of cheese, as also 
pointed out in the announcement by the Department of Agriculture on the 30th 
of December, domestic production has increased by 5,000,000 pounds from 1951 
to 1952, and imports were cut about 2,000,000 pounds by the import restrictions, 

If, in spite of this situation and against the sincere hopes of the Danish Govern- 
ment, the Department of Agriculture does not consider it possible to remove blue- 
mold cheese from the list of cheeses still subject to quota restrictions, it is very 
much hoped that it will be possible, at the very least, to increase the present quota 
which permits an import during the first half of 1953 of only 1,575,000 pounds as 
compared with 2,450,000 pounds during the second half of 1952. 

If the quota is not increased this will not only affect Danish dollar earnings, but 
may also create serious difficulties in the long run for the sale of Danablue in the 
Ameridan market. Danablue is distributed by the importers mainly to a number 
of large retail stores. These stores insist on being able to rely on regular deliveries 
of certain minimum quantities and, due to the shortage, a few have already 
discontinued handling Danablue. 

WasHIinaton, D. C., March 17, 1958. 

[SEAL] 
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DaNisH EMBASSY 


WASHINGTON 8, D. C. 
Reference No. 88.F.3. 

The Danish Ambassador presents his compliments to the Honorable the Secre- 
tary of State and has the honor to call the attention of the Secretary to the 
following: 

It has been pointed out already in previous notes that the Danish Government 
considers the restrictions on imports of cheese, etc., into the United States incom- 
patible with the international obligations of the United States of America under 
GATT. This point of view was endorsed at the sixth session of the contracting 
parties in Geneva last fall, whereas the American delegate to the conference 
stated that the United States Government would endeavour to get the said restric- 
tions abolished. 

The Danish Government regrets that so far these efforts have not met with 
success in respect of products of particular importance for Denmark as a source 
of dollar income. The authority which by the new version of section 104 of the 
Defense Production Act has been vested in the Secretary of Agriculture has been 
used in a way which not only seems stricter than warranted by the above pro- 
visions but in fact is particularly burdensome for Denmark. While certain 
types of cheese such as Roquefort and Swiss Cheese have been exempted from 
import control, their United States selling prices not being considered competi- 
tive with cheese produced domestically, Edam and Gouda, Cheddar, Gorzonzola, 
and blue cheese are still subject to restrictions. This implementation of section 
104 as amended thus involves a considerable degree of discrimination among 
European exporting countries. 

In the case of Denmark it is a matter of special concern that full restrictions 
have been maintained on imports of blue-mold cheese at a time when Roquefort 
cheese has been wholly exempted from control. Danablue, which is by far the 
most important of cheese exported from Denmark to the United States, must from 
a practical point of view be considered a product identical with Roquefort both in 
respect of appearance, quality, taste, and consumption purposes. During the 
tariff negotiations in Annecy in 1949 the United States granted the same tariff 
concessions for these two cheeses. The economic repercussions, the disappoint- 
ment, and the misgivings—expressed in the Danish Parliament, in the press, and 
in numerous public statements—which the American cheese restrictions have 
already given rise to in Denmark, are now being supplemented by further dis- 
appointment due to the above-mentioned discrimination and the danger created 
thereby that the marketing position of the Danish type of cheese in the long run 
will suffer as a result of imports of a competitive kind of cheese being favored by the 
American Government. 

The import restrictions. have had very serious effects on Danish cheese exports, 
as illustrated by the following figures: During the first half of this year, 431 tons 
of Danablue were exported to the United States. The slight increase in the quota 
fix.d by the Department of Agriculture in July would make further exports of 
630 tons possible until the end of the year. Total exports would thus amount 
only to about 1,060 tons in 1952 against 2,173 tons in 1951, when imports were 
already restricted during nearly half of the year; 2,319 tons during the fiscal year 
1950-51 (the last year before the restrictions), 1,576 tons in 1950, and about 1,700 
tons in 1939. Since the 1930’s cheese production and consumption per capita 
in the United States have increased to a very large extent, a development no 
doubt furthered by imports of foreign cheeses, the latter, however, being only a 
fraction of the domestic production of about 550,000 tons (330,000 tons in 1938). 
The import of Danablue is now only 0.2 percent of the former figure, and was 
never more than 0.5 pereent of domestic cheese production. The above figures 
seem to indicate that it should be possible for the United States Government to 
take further steps to ameliorate the situation created by congressional interven- 
tion in respect of imports of Danish blue-mold cheese. In particular, the modifi- 
cations made in section 104 in the 1952 version would seem to permit a much more 
liberal interpretation of its provisions than has so far guided the Department of 
Agriculture and at least a much larger quota during this period July 1952 to June 
1953, quite apart from the further 15-percent increase which is permitted under 
the provisions in section 104, now 102, covering ‘‘international relationships.” 

The increase of European exports to the United States as an important means of 
bridging the ‘“‘dollar gap’’ has for several years been encouraged by the local 
ECA-—MSA missions, and considerable means and efforts were vested in an expan- 
sion of Danish blue-cheese production in the hope through increased dollar earn- 
ings to attain the viability aimed at by the Marshall plan, to which may now be 
added the maintenance or expansion of production which is the basis of the 


Danish N 
satisfactio 
in numero 
ment, and 
laid down 
Council w 
United St 
represents 
is of parti 
The Da 
should no 
As pointe: 
to the Un 
present ¢i 
cheese as 
of cheese, 
cheeses. 
are 59 to 
55 to 59 | 
orderly di 
ment pric 
It is, t 
States Gc 
tions so 1 
from Fra 
WasHI 


The It 
and has ¢ 
The C 
report of 
Act, con 
Agricultt 
of foreig 
into con: 
The co 
on chees 
Roquefo 
price, ar 
The I 
although 
petitive 
import c 
As poi 
the Unit 
Provolot 
Reggian 
lengthy 
the Unit 
The d 
type are 
For this 
import ¢ 
he d 
cheeses 
The pric 


Italian ] 
America 
Italian | 
America 
Italian | 
America 
Italian | 
Americs 


Sv crear Zw 


os 


re! = 


STANDBY ECONOMIC CONTROLS 1563 


Danish NATO-defense effort. It has therefore been noted with considerable 
satisfaction in Denmark that the aforementioned general policy has been endorsed 
in numerous statements by the President, members of the United States Govern- 
ment, and high American officials, most recently, e. g., in the terms of reference 
laid down by the President for the committee under the National Advisory 
Council which has been asked to consider the future commercial policy of the 
United States of America. Also the report of 22d ultimo from the American 
representative at the North Atlantic Council, Ambassador Draper, to the President 
is of particular relevance in this context. 

The Danish Government ventures to believe that the Department of Agriculture 
should now be able to lift restrictions on the imports of e. g., blue-mold cheese. 
As pointed out by the Cheese Importers Association of America in a recent letter 
to the Under Secretary of Agriculture, the import of cheese does not under the 
present circumstances threaten domestic manufactureres, who produce as much 
cheese as possible on basis of available milk supplies. Prices of imported types 
of cheese, possibly with exception of Cheddar, are higher than on similar domestic 
cheeses. This applies also to Danablue, for which wholesale prices at present 
are 59 to 61% cents against prices of American blue-mold cheese ranging from 
55 to 59 cents per pound. Furthermore, the import does not hamper either the 
orderly domestic storing and marketing of cheese or any United States Govern- 
ment price-support arrangements. 

It is, therefore, the earnest hope of the Danish Government that the United 
States Government may now see its way to abolish without delay quota restric- 
tions so that Danish cheese may be imported on the same conditions as cheese 
from France, Switzerland, and other countries. 


WasHINGTON, D. C.. Se pte mber 9, 1952. 


AMBASCIATA D'ITALIA 
WASHINGTON, D. C. 


The Italian Embassy presents its compliments to the Department of State 
and has the honor to inform of the following: 

The Congressional Record of June 28, 1952, page 8585, has published the 
report of the Senate-House Conference on section 104 of the Defense Production 
Act, concerning imports of oils and fats, and informs that the Secretary cf 
Agriculture will be authorized to increase by 15 percent the limitations on imports 
of foreign cheeses ‘‘for each type of variety which he might deem necessary, taking 
into consideration the broad effects on international relationship and trade.” 

The committee of conference has moreover stated in its report that the control 
on cheese imports will not be exercised with respect to types of cheeses, such as 
Roquefort and Switzerland Swiss, which, because of their United States selling 
price, are clearly not competitive with domestically produced cheeses. 

The Italian kmbassy wishes to call attention to the fact that Italian cheeses, 
although not specifically mentioned in the congressional records, are not com- 
petitive with the domestic production and, therefore, should be exempted from 
import control. 

As pointed out in previous notes of this Embassy, Italian cheeses exported to 
the United States consist largely of sheep’s milk cheeses such as Pecorino and 
Provolone (not produced in this country), or, as in the case of Parmigiano, 
Reggiano, and other Italian grating cheeses, they are subject to particularly 
lengthy processes of production and seasoning, which causes their selling price in 
the United States to be 50 percent higher than the American product. 

The differentials in current retail prices of these Italian cheeses and American 
type are as high or higher than those of Roquefort and Switzerland Swiss cheese 
For this reason the Italian Embassy insists that Italian cheeses be exempted from 
import control as they are not competitive with domestically produced cheeses. 

The difference in prices between Italian type and other foreign and domestic 
cheeses has been reported in the Congressional Record of June 19 (page 7781). 
The prices of typical Italian cheese and domestic production are as follows: 


Italian Parmigiano (imported) - - - - : $1. 29-$1. 80 
American Parmesan , : 75— .85 
Italian Reggiano (imported) - - -- . 116 2.25 
American type - - ; ; . 89 
Italian Pecorino Romano (imported) _- , 95- 1.19 
American type ‘ bie Ate a3 . 69 
Italian Provolone (imported) __- 1.19- 1.30 


American Provolone - _- : 65- 69 
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The Italian Embassy asks the Department of State to kindly bring these facts 
to the attention of the Department of Agriculture, so that Italian typical cheeses 
nay be exempted from import controls, on the same basis as Roquefort and 
Switzerland Swiss, which in the report of the conference have been mentioned as 
an example (i. e., “‘such as’’) 

In the event that the Department of Agriculture should exempt only these two 
types of cheeses mentioned in the report, the Italian Embassy wishes to point out 
that such treatment would constitute a discrimination against Italian cheeses, 
particularly in view of the even more striking characteristics and price differen- 
tials of the Italian cheese with the American domestic product, and in view also of 
the serious damage that is being caused to the Italian economy by recent import 
restrictions. 

The cheese quotas have deprived Italy of the possibility to earn an estimated 
$2,000,000 which would have been used to buy United States products (especially 
agricultural products). 

Restrictions against cheese exports to the United States bear chiefly on Sardinia 
and other regions of southern Italy for which the manufacture of cheese has been 
for centuries the main source of livelihood. As it is known, the Communist 
agitators have seized upon the economic distress in these regions resulting from 
United States import restrictions, to foment trouble and disorder. 

For the above reasons, the Embassy urges the suspension of any restrictions on 
typical Italian cheeses, in harmony with the recent decisions of Congress to exempt 
from import control foreign cheeses which are not competitive with American 
products. 

“he Italian Embassy expresses its thanks to the Department of State for its 
consideration and assistance. 


WasHIneton, D. C., June 30, 1952 


NETHERLANDS EMBASSY 


WASHINGTON, D. C., 


The Netherlands Ambassador presents his compliments to the Honorable the 
Secretary of State and has the honor to inform him of the following. 

In its previous communications (note of the Netherlands Ambassador of August 
29, 1951, note of the Netherlands Chargé d’ Affaires ad interim of July 7, 1952) 
the Netherlands Government has expressed its great concern about the import 
restrictions imposed pursuant to section 104 of the Defense Production Act, as 
amended. Recent decisions by the Department of Agriculture as to the admin- 
istration of section 104 have added to this concern. 

On December 30 the Department of Agriculture announced import restrictions 
on dried whole milk, dried buttermilk, and dried cream, products which had 
until then entered without limitation. At the same time process cheeses made 
from Edam and Gouda cheese were removed from import controls. On Febru- 
ary 3 it was learned from press release No. 219/53 of the Department of Agricul- 
ture that the quota for Edam and Gouda cheese for the period July 1, 1952—June 
30, 1953, had been definitely fixed at 4.6 million pounds. 

Whereas the import restrictions on cheese—as far as the main items are con- 
cerned—have been maintained although the import quotas were augmented to 
some extent, it is also the new restrictions under section 104 of the Defense 
Production Act, as amended, affecting dried whole milk, dried buttermilk and 
dried cream, which give the Netherlands Government cause for great anxiety 
and disappointment. 

The Netherlands Government is anxious because a severe blow has thus been 
dealt to the Netherlands export of these last mentioned products, which, owing 
to considerable and sustained efforts of the industry concerned, showed a satis- 
factory progress. 

The Netherlands Government has to express its disappointment because these 
new measures indicate a continuation of import restrictions on dairy products, 
notwithstanding the feeling and opinion which the Netherlands Government and 
other contracting parties of the General Agreement on Tariffs and Trade put 
forward at the meetings of said organization, most recently at the session held 
in Geneva in October 1952. 

The Netherlands Government wishes to stress its deep concern about the 
psychological effect of all such import restrictions, as they act as a great deterrent 
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to Netherlands exporters trying to build up a market in the United States. Thus, 
the Government is hampered in its continued and strenuous efforts to promote 
an increase of exports to the dollar area, necessary to limit the unfavorable balance 
between dollar earnings and dollar expenditure, which efforts are based on the 
realization that ‘‘trade, not aid’’ should be the solution of this very difficult 
problem, ; 

The Netherlands Government, therefore, sincerely hopes that the Government 
of the United States will see its way to reconsider the restrictions imposed under 
section 104 of the Defense Production Act, as amended, thus underlining its 
sincere willingness to promote the return by all countries concerned to trade 
relations based on a free exchange of goods. 

WaSHINGTON, D. C., March 2, 1958. 


NETHERLANDS EMBASSY 
WASHINGTON, D. C. 


The Netherlands Ambassador presents his compliments to the honorable the 
Secretary of State and has the honor to refer to a press release of the United 
States Department of Agriculture, Production and Marketing Administration, 
dated March 24, 1953, in which an embargo on imports of dried whole milk, dried 
buttermilk, and dried cream, effective April 1, 1953 is announced. 

The absolute character of this Measure, coming in addition to continuing 
restrictions on the import of Netherlands Edam and Gouia cheese, will undoubtedly 
have a severely adverse effect upon Netherlands public opinion in general and 
that of the export community in particular. In this connection Dr. van Roijen 
refers to his note of March 2, 1953, in which he transmitted the great concern of 
the Netherlands Government about the import restrictions on dried milk products 
which had been imposed on December 30, 1952, under section 104 of the Defense 
Production Act. It was hoped that the United States Government would see 
its way to reconsider the import limitations on Netherlands dairy products. 

While not yet having received instructions from his Government, the Nether- 
lands Ambassador would like to espress his keen disappointment at the present 
action which appears to scatter the hope expressed in his previous note. 

Wasuineaton, D. C., March 31, 1958. 


NETHERLANDS EMBASSY 


WASHINGTON, D. C. 


The Netherlands Chargé d’ Affaires ad interim presents his compliments to the 
honorable the Acting Secretary of State and wishes to refer to section 104 of the 
Defense Production Act as amended by the Defense Production Act amendments 
of 1952, and to press release 1458-52 of the United States Department of Agricul- 
ture announcing certain modifications in Defense Food Order 3 under which a 
number of types of cheese are being freed from all import controls 

The Netherlands Chargé d’Affaires ad interim desires to protest against the 
fact that Edam and Gouda cheese have not been included among the cheeses 
freed from import controls. According to the aforementioned press release in 
reviewing products under section 104 particular attention will be given to the 
three criteria specified in the law as well as to the competitive effects and the effect 
upon international relationships. On these five points the following remarks 
may be made: 

1. Impairment of domestic production: United States production of Edam and 
Gouda type cheese is small and no production statistics are published. The 
domestic production even if supplemented by imported Edam and Gouda cheeses 
is not sufficient to cover the total demand of all United States consumers. This is 
exemplified by the fact that in certain areas and localities neither domestic nor 
imported Edam and Gouda cheese can be obtained. Furthermore it should be 
noted that United States production of Edam and Gouda cheese, which increased 
especially during the war when no imported cheese from the Netherlands was 
available, has obviously been thriving on the good quality and reputation of the 
Netherlands cheese. Far from being an impairment to production it seems cer- 
tain that the quality and reputation of the Edam and Gouda cheese imported 
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from the Netherlands have acted and are still acting as an incentive for United 
States production of similar types of cheeses. 

2. Interference with domestic storing and marketing: Even before the war, when 
the ratio of imported Edam and Gouda cheese to domestic production was much 
higher that at the present time, imports, as far as is known, never interfered with 
domestic storing and marketing. A fortiori there is no such interference now. 

3. Burden under Government price-support program: There exists no United 
States Government price-support program for Edam or Gouda cheese. Since 
several types of cheese have been freed from import restrictions the argument 
that free imports of Gouda and Edam cheese would affect the Cheddar cheese 
price-support program does no longer hold (if it ever did). 

1. Competitive effects in general: It has been mentioned above that the total 
supply of Edam and Gouda cheese from all sources appears insufficient to cover 
the demand of the entire United States continent. Even in areas where the 
United States and the imported products are sold together, the imported Edam 
or Gouda cheese commands a considerably higher price than the domestic product. 
The noncompetitive character of the imported Edam and Gouda is furthermore 
emphasized by the fact that the Netherlands Edam and Gouda cheese has con- 
sistently been marketed as a specialty cheese which appeals to a limited group of 
consumers only. A further fact to be borne in mind is that of all Netherlands 
Edam and Gouda cheese imported into the United States only approximately 
40 percent is sold within the continental United States; the other 60 percent is 
consumed in Puerto Rico, a traditional Holland cheese market. All these facts 
underline the noncompetitiveness of the Holland Edam and Gouda cheese. 
This situation is confirmed by the fact that during the hearings on the extension 
of the Defense Production Act and on the bill to repeal section 104 no protest 
against imports from the Netherlands was lodged by any United States producer 
of Edam or Gouda cheese. 

5. International relationships: In its previous communications the Netherlands 
Embassy has stressed the unfavorable repercussions which the cheese import 
controls have had on Netherlands export activities in general and on public 
opinion. The continuation of these controls, which now de facto discriminate 
against the Netherlands as compared with France and Switzerland, will tend to 
worsen these repercussions. 

As stated above there seems to be no reason for the continuation of a restrictive 
measure against Dutch cheese and a fortiori not for the establishment of a dis- 
crimination in favor of other imported cheeses. It is therefore hoped that the 
Department of Agriculture, in conformity with the discretionary powers which 
the Congress clearly intended to confer upon the Secretary of Agriculture, will 
review the necessity of continuing import controls on Edam and Gouda cheese. 
It will be much appreciated if the Department of State will transmit the contents 
of this note to the Department of Agriculture and if it will continue its support 
of the Netherlands request for removal of the controls. 


WasuHinoTon, D. C., July 7, 1982. 


New ZEALAND EMBASSY 


The Ambassador of New Zealand presents his compliments to the Secretary 
of State and has the honor to refer to the recent decision of the United States 
Government to place an embargo on imports of dried whole milk, dried buttermilk 
and dried cream, effective from April 1, 1953. It may be recollected that the 
importance of this trade to New Zealand was discussed by the Ambassador with 
the Assistant Secretary of State for Economic Affairs on March 9, and that a 
note was addressed to the Secretary of State at that time, explaining the effect 
on New Zealand’s economy of all United States restrictions against imports of 
dairy products. 

In view of the full information already supplied to the United States Govern- 
ment in this connection, it is felt unnecessary at this time to enter into a detailed 
statement of the difficulties created in New Zealand by the decision to place an 
embargo on imports of dried-milk products. The New Zealand Government has 
asked, however, that the United States Government should be informed of the 
surprise and disappointment with which the recent decision has been received in 
New Zealand. The immediate loss of potential dollar earnings is one that New 
Zealand can ill afford. The new embar,o has the effect of seriously restricting 
New Zealand’s dollar-earning capacity which has already been weakened by the 
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actions of the United States in placing embargos on butter and nonfat dried-milk 
solids and in permitting imports of cheddar cheese only under a quota system. 
The range of the United States restrictions on imports of dairy products, which 
account for one-third of all New Zealand’s export earnings, is now so broad that 
New Zealand’s capacity to secure dollar exchange from exports is gravely reduced. 

The New Zealand Government has drawn attention of the United States Gov- 
ernment on other occasions to the fact that restrictions of the kind adopted by 
the United States in respect of dairy products have been recognized as a clear 
breach of the General Agreement on Tariffs and Trade. Although the countries 
affected have been given rights of retaliation under the agreement, the New 
Zealand Government still does not consider such action to be a satisfactory answer 
to the problem. The New Zealand Government is, however, concerned over the 
apparent lack of harmony between the actions of the United States in respect of 
dairy products, and the spirit of understanding that prevails in other relations 
between the two countries. 

The hope is earnestly expressed that the United States Government will, upon 
reflection, recognize the broad economic implications of trade restrictions of this 
kind and the difficulties they create in a country like New Zealand which is so 
heavily reliant upon free access to world markets for its limited range of export 
products. The New Zealand Government sincerely trusts that the United States 
Government may find it possible to permit a resumption of New Zealand’s export 
trade with the United States in dried milk and other dairy products thus bringing 
its practice in this field into accord with the letter and the spirit of the mutual 
obligations undertaken by the two countries through the General Agreement on 
Tariffs and trade. 


WasHinoaton, D. C., March 31, 1953. 


New ZEALAND EMBASSY 


The Ambassador of New Zealand presents his compliments to the Secretary 
of State and has the honor to refer to the several notes which have been exchanged 
between the United States and New Zealand concerning legislation affecting 
imports into the United States of fats, oils, and certain dairy products. 

It is the understanding of the New Zealand Government that the Defense 
Production Act, as amended, which provides the Secretary of Agriculture with 
authority to exercise restrictions over imports of dairy products, will expire on 
June 30, 1953, and that the United States Government is at present considering 
future policy with respect to these controls. The views of the New Zealand 
Government on this legislation have been conveyed to the United States Govern- 
ment on several occasions. Attention might be drawn particularly to aide 
memoires dated September 17, and November 19, 1952, and January 15, 1953, 
which were left with the Department of State. 

It seems proper at this time to reiterate some of the views expressed on these 
earlier occasions. In broad terms, the effects of the United States restrictions 
upon imports of New Zealand dairy products have been to deprive New Zealand 
of one of the few means by which it could maintain and increase its dollar earnings. 
Prior to the recent World War, New Zealand had a traditional export trade in 
dairy products to the United States which, though of minor proportions 1n relation 
to United States domestic production, was of considerable valie to New Zealand, 
not only as a means of earning dollar exchange with which to pay for New Zealand’s 
imports from the United States, but also in the interest of maintaining a desirable 
diversification in the direction of New Zealand’s export sales. During the war, 
large supplies of these products were provided for American and other Allied 
forces and in post war years, when world shortages of basic foods became a major 
problem, New Zealand has made every effort to increase its dairy production, 
and to foster the resumption and development of its trade in dairy products with 
the United States. 

The standard of living of the New Zealand people is very closely connected 
with the export sales of its dairy produce. The importance to New Zealand of 
this trade is appreciatea when it is realized that, in total, exports of dairy products 
account for more than one-third of the value of all exports. New Zealand does 
not have access to that variety of resources and raw materials that assists most 
other countries in maintaining a diversified trade and a balanced economy. 
Furthermore, New Zealand has no means, except through the sale of a relatively 
small range of agricultural products, by which to sustain its dollar earnings, and 
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thus to achieve stability in trade and exchange relationships. Agricultural 
products are in fact the only commodities which offer any significant scope for 
efforts in this direction on the part of New Zealand. 

The action of the United States in continuing the prohibition, originated under 
wartime conditions, on imports of butter has seriously affected the scope of market- 
ing for New Zealand. The extension of these restrictions to include the imposition 
of quotas upon cheddar cheese, in which a promising and mutually advantageous 
trade had been developed, caused a serious trade loss. The subsequent extension 
of the restrictions to cover dried whole milk and dried buttermilk was no less 
damaging. With these milk products, the effect was particulary severe because 
the New Zealand export agencies, in their effort to maintain some share in the 
United States market and to reduce the adverse effects of United States import 
restrictions against cheese and other products, had encouraged a section of the 
dairy industry to manufacture limited quantities of dried milk products especially 
for the United States market. This production is not of a tvpe which can be 
readily and economically disposed of elsewhere. 

New Zealand is now under a serious disability in its remaining trade in dairy 
products with the United States, because it is compelled, owing to its distance 
from world markets, to plan production well ahead of sales, and the existence of 
conditions under which impo-:t restrictions might be tightened without notice 
holds a continuing threat to the stabilitv of the entire dairy industry. 

All these actions cannot fail to have a serious effect upon the economic stability 
of New Zealand and the welfare of its people. Indeed, they are likely to be of 
consequence to the United States itself if only because they have a serious effect 
in depriving New Zealand of access to one of the few channels through which the 
funds necessary to purchase United States goods can be obtained. This relates 
not only to manufactured goods, but also to a number of United States agricultural 
products for which New Zealand has a permanent and substantial need. New 
Zealand’s pent up demand for many of these products is ineffective only because 
of New Zealand’s inability to increase its dollar earnings. 

On the general aspects of import restrictions of this nature it is the considered 
opinion of the New Zealand Government that the removal of the opportunity to 
countries to secure dollar earnings from products which can be produced at com- 
petitive costs must prejudice the chances of long-term stabilitv in trade between 
the dollar and nondollar areas. In the case of these dairy products, New Zealand 
has proceeded in good faith and in the normal way of commerce, to produce what 
it is best suited to produce, for a market where a continuing demand for its produce 
appeared to have been created. The actions of the United States in introducing 
import restrictions have not only caused harm to the economic prosperity of New 
Zealand, but also, by their nature, have been difficult to understand bv the New 

Zealand people in view of their lack of harmony with the mutual accord between 
the two countries in political and security spheres, and with the expressed policy 
of the United States Government of encouraging otber countries to expand their 
dollar earnings. 

The United States restrictions have been recognized as a clear breach of the 
General Agreement on Tariffs and Trade and have been considered sufficiently 
serious to justify retaliation by contracting parties. In repeating the opinion it 
has previouslv expressed that retaliation is not regarded as a satisfactory solution, 
the New Zealand Government would urge upon the United States the view that 
import contro] policies should be influenced by a consideration of the broad eco- 
nomic effect of those volicies and an appreciation of the hardships created in 
exporting countries. The bope is earnestly expressed, therefore, that all restric- 
tions against imports of dairy products will be removed as soon as possible. 


WasuincTon, D. C. March 9, 1958. 


New ZEALAND EMBASSY 
AIDE MEMOIRE 


On March 9, 1953, the Ambassador of New Zealand left with the Assistant 
Secretary of State for Economie Affairs a note setting out the position of the New 
Zealand Government in relation to the existing restrictions on imports into the 
United States of fats, oils, and certain dairy products. 
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Paragraphs 7 and 8 of that note refer to the effect which these restrictions 
exercise on the levels of trade and on the prospects of long-term stability in trade 
between the dollar and nondollar areas. New Zealand is normally in deficit with 
the dollar area. This deficit, as the United States authorities are aware, is financed 
through the sterling area mechanism, and for this reason it is a matter of primary 
concern to the New Zealand Government that there should be achieved a balance 
between the dollar area and the sterling area as a whole. From time to time, 
New Zealand may achieve temporarily a favorable balance with the dollar area. 
In 1951, for example, such a situation occurred, but the balance of payments 
position of the sterling area as a whole deteriorated and the New Zealand restric- 
tions on dollar imports were, therefore, maintained. It is with the larger object 
of achieving greater stability in trade and exchange relationships between the 
dollar area and the sterling area as a whole that the New Zealand Government is 
anxious to expand its dollar earning capacity to the maximum, 


New ZeaLtanp fimpassy, March 12, 1958. 


NEw ZEALAND EMBASSY 
AIDE MEMOIRE 


The New Zealand Government has been informed of the decision of the Secre- 
tary of the United States Department of Agriculture, promulgated under DFO-3, 
Revision 3, of December 29, to impose import restrictions upon dried wholemilk 
and dried buttermilk during the period December 29, 1952, to March 31, 1953. 

It may be recollected that the effects such restrictions would have on New 
Zealand were discussed by the Ambassador with the Assistant Secretary of State 
for Economic Affairs on September 17, 1952. An aide memoire was left with the 
Assistant Secretary of State at that time, and it is desired to reiterate the con- 
siderations which were stated therein. It was pointed out that the New Zealand 
dairy industry has been developed and organized for exvort production and that 
free access to world markets including the United States market is of the greatest 
importance to the New Zealand industry. Attention was drawn to the special 
efforts made by the New Zealand Dairy Products Marketing Commission after 
the imposition of United States import restiictions against New Zealand butter 
and cheese to retain some share of the United States market and to protect, in 
some degree, New Zealand’s slender dollar earning capacity by increasing efforts 
to develop the sale of dried wholemilk and diied buttermilk in this market. 

Sales of dairy products in the United States have been developed in the normal 
manner of commercial trade, and the increasing demand for the New Zealand 
product in the American market is ample evidence of consumer requirements for 
this product in terms of quality and price. 

It is a matter of serious concern to New Zealand that it is being prevented from 
earning dollars from the sale of a substantial proportion of those products which it 
can produce competitively for the United States market. The whole range of 
United States restrictions against imports of dairy products is such as to prejudice 
the chances of securing long-term stability in trade and in exchange relationships. 
It would appear that this must weigh heavily with the United States as well as 
with New Zealand, in view of the adverse effects on United States export industries. 

The United States dairy product import restrictions have been recognized as a 
clear breach of the General Agreement on Tariffs and Trade (GATT), and under 
that agreement countries affected have been given rights of retaliation. The 
New Zealand Government, however, does not regard retaliation as a permanent 
or satisfactory solution to the problem. 

For all these reasons the extension of the United States restrictions upon the 
entry of dairy products is a matter which is regarded by the New Zealand Govern- 
ment as one of great gravity, affecting as it does a substantial part of New Zea- 
land’s dairy industry now engaged in manufacturing dried wholemilk and dried 
buttermilk for export to the United States. It is earnestly hoped, therefore, that 
an early decision will be reached by the United States Government restoring free 
access for New Zealand dairy products to the American market. Such a decision 
would not only enable urgently needed dollar earnings, but would be welcomed in 
New Zealand generally where there is widespread concern over United States 
trade barriers. 
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New ZEALAND EMBASSY 
AIDE MEMOIRE 


It is understood that the United States administration is at present undertaking 
a review of United States dairy import restrictions, and that this may involve 
consideration being given to the desirability of introducing import quotas on 
whole-milk powder and buttermilk powder—two products which are of: con- 
siderable importance in New Zealand’s export trade. 

It is understood that the authority under which controls have been introduced 
over other dairy products is section 104 of the Defense Production Act of 1950, 
as amended, which authorizes the imposition of import controls where imports 
would 

a) impair or reduce the domestic production of any such commodity or 
product below present production levels, or below such higher levels 
as the Secretary of Agriculture may deem necessary 1n view of domestic 
and international conditions; or 

interfere with the orderly domestic storing and marketing of any such 
commodity or product; or 
c) result in any unnecessary burden or expenditure under any Government 
price-support program. 

In the light of these criteria, it is considered that the nature of New Zealand’s 
exports of whole-milk powder and buttermilk powder to the United States is not 
such as to justify the introduction of controls over the importation of these 
products. 

Reports of the United States Department of Agriculture show that production 
of milk on United States farms is less than last year’s output and that 1951 pro- 
duction was less than in 1950. The Bureau of Agricultural Economics predicts 
that the domestic milk flow through the remainder of 1952 will continue below 
that of 1951. A report from the same agency on July 31, 1952, showed that cold 
storage stocks of most dairy products including cream, evaporated and condensed 
milk, butter, and cheese were lower than those of July 31, 1951. 

An analysis of United States statistics relating to wholemilk powder shows 
that production in the United States fell from 170 million pounds in 1948 to 131 
million pounds in 1951, and that in the first 7 months of 1952 it was 31 percent 
below the corresponding period of 1951. United States commercial exports 
declined from 81.3 million pounds in 1949 to 59.5 million pounds in 1951, and 
exports in the first 5 months of 1952 were 31.7 percent below the corresponding 
period of 1951. 

Imports of wholemilk powder into the United States were negligible in 1950. 
In 1951 they totaled slightly less than 9 million pounds and in the first 5 months 
of 1952 they totaled a little over 10 million pounds. The increase in imports 
appears to have followed naturally from the declining trend in domestic pro- 
duction, which had already set in as a result of the reduced milk flow in the 
United States, and the greater utilization of milk in other manufacturing indus- 
tries. It is submitted, as a reasonable conclusion to be drawn from these facts, 
that imports are not impairing or reducing the domestic output of wholemilk 
powder below present production levels, and are not interfering with the orderly 
domestic storing and marketing of this product. 

With regard to buttermilk powder, United States Department of Commerce 
statistics show that the following quantities were imported into the United States 
during 1951 and 1952 


/ 


Pounds 
1951 1, 610, 020 
1952 (January through May ‘ 3, 424. 280 


The great bulk of these imports came from New Zealand. It is believed that 
the small quantities from other sources were of animal feed quality containing less 
than 6 percent of butterfat. The New Zealand product has a fat content varying 
from 6 to 14 percent, and it is produced exclusively as powdered sweetcream 
buttermilk for human consumption. 

Statistics of the Bureau of Agricultural Economies show that production of 
buttermilk powder in the United States has remained at roughly the same level 
since 1925. In 1949 the total domestic production was’ 49.4 million pounds, and 
this fell to 45.0 million pounds in 1951. In the first 7 months of 1952, the United 
States production totaled 32.2 million pounds 
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According to figures published by the American Dry Milk Institute, Inc., the 
bulk of the United States output is for stockfeeding purposes. The quantity 
used for human foods declined from 27.1 million pounds in 1950 to 18.0 million 
pounds in 1951. All available evidence suggests that the production of buttermilk 
powder in the United States, suitable for human consumption, is inadequate to 
meet current requirements. There appears to be no evidence which wou': indicate 
that the importation of buttermilk powder from New Zealand is threatening to 
impair or reduce the domestic output below present or desired production levels, 
or to interfere with the orderly domestic storing and marketing of this product. 

On the contrary, it appears that any restrictions imposed to limit the importa- 
tion of buttermilk powder from New Zealand would serve to merely deprive the 
United States consumer of a product which is not available in sufficient quantities 
from any other source. 

As to the third set of conditions laid down by section 104, under which import 
controls may be introduced, as neither wholemilk powder nor buttermilk powder 
is under a price-support program, there would seem to be no possibility, under 
present conditions, of imports causing any unnecessary burden of expenditure 
under a Government price-support program. 

The above comments relate primarily to the interpretation of United States 
legislation. There are, however, certain features of New Zealand’s trade in 
wholemilk powder and buttermilk powder to which the New Zealand Government 
wishes to draw attention. 

The New Zealand dairy industry has been developed and organized for export 
production. The value of dairy products exported from New Zealand is over 
one-third of the total value of all New Zealand’s exports. New Zealand does 
not have access to the variety of natural resources and raw materials that enable 
most other countries to achieve a balanced economy through diversified industries. 
Its standard of living is related very closely to its progress in the production and 
export of dairy products. 

Access to world markets is of fundamental importance to New Zealand. For 
economic, geographic, strategic, and cultural reasons, the United States in par- 
ticular is a source to which New Zealand must look for cooperation in efforts to 
promote the highest possible level of reciprocal trade. 

New Zealand’s trade with the United States in other dairy products has already 
been adversely affected by the operation of section 104 of the Defense Production 
Act, and any extension of present controls to include wholemilk and buttermilk 
powder would have widespread and serious repercussions in New Zealand’s dairy- 
ing industry. When the present import restrictions were introduced over cheese 
and other milk products, the New Zealand Dairy Products Marketing Commission 
made special efforts to retain some footing in this market, and to take advantage 
of every reasonable possibility of maintaining and increasing New Zealand’s 
slender dollar-earning capacity. Several New Zealand dairy factories are now 
manufacturing especially for supply to the United States and are dependent on 
continued access to this market. Serious embarrassment would be caused, and 
there would be a net loss in production if the present marketing arrangements 
were upset. 

Apart from these immediate factors, New Zealand has a pressing need to in- 
crease its dollar earnings. Its abilities in this direction would be heavily penalized 
by further restrictions on imports of dairy products. It has been New Zealand’s 
policy to market its dairy products in the United States in an orderly manner and 
at current market levels after making reasonable allowance to the importer for 
commercial risks involved. This policy has been followed in the hope that a more 
liberal attitude would be adopted by the United States toward the importation of 
those dairy products at present subject to restrictions. 

In view of all the above factors and our mutual interest in preserving conditions 
to permit a healthy expansion of reciprocal trade, it is earnestly hoped that the 
United States Government will take no action to restrict imports of wholemilk 
powder and buttermilk powder from New Zealand. 


Wasuinoton, D. C., Seplember 17, 1952 
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EMBASSY OF SWEDEN 


WASHINGTON 8, D. C. 
No. 99. 

The chargé d'affaires ad interim of Sweden presents his compliments to the 
Honorable the Secretary of State and has the honor to bring the following to his 
attention. 

On December 30, 1952, the Department of Agriculture announced import 
quotas for dried whole milk, dried buttermilk, and dried cream, which products 
had until then been imported without restrictions. 

On March 24, 1953, the Department of Agriculture placed the import of the 
said products under embargo, starting April 1. Of the quotas granted for the 
first quarter of 1953 only such quantities will be allowed to enter which are shipped 
through March 31. 

The Swedish Government has instructed me to express its grave concern about 
these import restrictions, which have been imposed pursuant to section 104 of the 
Defense Production Act, as amended. In doing so, I wish to call attention espe- 
cially to the following facts and circumstances. 

\lreadv before World War II Sweden was a better customer of goods produced 
in the United States than were the United States of good produced in Sweden. 
After World War II there has been a great export surplus from the United States 
to Sweden. For each of the years 1951 and 1952 this surplus amounted to more 
than $70 million. 

A considerable export surplus on the side of the United States has existed also 
with regard to agricultural products. In 1951 Sweden imported from the United 
States food products to an amount of about $10 million but exported to the United 
States such products to an amount of only about $1,500,000, Furthermore, in 
the same year Sweden imported from the United States large amounts of other 
agricultural products than food; i. e., cotton and tobacco. The same trend seems 
to have been prevailing during 1952. 

However, the quantity of agricultural products imported to Sweden from the 
United States during the last years has been smaller than the quantity which 
used to be imported before World War II. Scarcity of dollars has made it impos- 
sible for Sweden to buy such products in the United States to the same extent as 
earlier. 

From what now has been said it will be clear that obstacles to Swedish exports 
to the United States must lead to a decrease in the United States exports to 
Sweden, including decreased outlets for the agricultural production of the United 
States. 

The Swedish Government has on many occasions shown its willingness to 
cooperate fully in the efforts to expand world trade in which the United States 
has taken a leading part. The Swedish Government for its part has proved this 
readiness as one of the contracting parties of the General Agreement of Tariffs 
and Trade. The United States restrictions on the imports of dairy products have 
been generally recognized as contrary to this agreement. 

The Swedish Government has with great satisfaction noticed the interest in 
developing free trade expressed by the President of the United States. It has also 
noticed the strong support which the leaders of the three great American farm 
organizations have given to a liberalization of American trade policy, also with 
regard to agricultural products. There seems, however, to be an apparent lack 
of harmony between, on one hand, the expressed policy of the United States and 
the views of the great majority of American farmers as stated by their leaders 
and, on the other hand, the restrictions on the imports of dairy products. 

The Swedish Government, therefore, sees with greatest concern the imposition 
at this time of a further import restriction on a Swedish agricultural product 
which during recent months has been able to find an expanding market in the 
United States and thus would in the future contribute substantially to the Swedish 
dollar earning 

With reference to the above the Swedish Government expresses its sincere hope 
that the Government of the United States will find it possible to reconsider the 
restrictions imposed under the section 104 of the Defense Production Act. 


Wasninoton, D. C., March 30, 1958. 
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AUSTRALIAN EMBASSY, 
Washingion, D. C., March 80, 1958. 
No. 119/53 

The Australian Ambassador presents his compliments to the Honorable the 
Secretary of State and upon instructions from the Australian Government, has 
the honor to make the following communication. 

On January 23, 1953, the Australian Government drew the attention of the 
Government of the United States to the situation created by the continued oper- 
ation of restrictions on the importation of dairy products into the United States 
under section 104 of the Defense Production Act. At the same time the Austral- 
ian Government referred to the recent application of import quotas to dried whole 
milk and dried buttermilk and requested the United States Government to amend 
the Australian quota which had been based on a period unfavorable to Australian 
exports of these items. On September 11, 1951, representations were also made 
by the Australian Government in regard to import restrictions on dairy products 
authorized by the Defense Production Act and notes were presented concerning 
the prohibition on imports of butter on June 6, 1950, October 7, 1949, and Sep- 
tember 23, 1949. 

The Australian Government regrets that it must now once more draw the 
attention of the United States Government to the recently announced prohibition 
on imports of dried whole milk, dried buttermilk, and dried cream as from April 
1, 1953 

The Australian Government has previously pointed ont that restrictions and 
prohibitions on the importation of dairy products into the United States not only 
accentuate the difficulties of reestablishing world-trade equilibrium and nullify 
attempts made in Australia to adapt the Australian dairying industry to the 
requirements of a major as market but have been determined by the 
contracting parties to the General Agreement on Tariffs and Trade to impair 
concessions negotiated under that agreement and infringe article XI of the 
agreement. 

For a number of years the Australian Government has rapper -d trade policies 
advocated by the United States which found expression in the General Agreement 
on Tariffs and Trade. However, it has become crenadoals difficult to find 
justification for the restrictions that the agreement imposes on the methods which 
Australia may adopt to foster its own developing industries. It is only by the 
promotion of exports through a free access to markets for its major industries 
such as the Tet he g industry that the Australian economy can support some 
restriction on its freedom to protect domestic production. 

The roseredias Government therefore trusts that the United States Government 
will, at an early date, see its way to remove the recently imposed prohibitions on 
imports of dried whole milk and buttermilk and its long-standing prohibition 
on imports of butter and other restrictions imposed on the importation of dairy 
products under the Defense Production Act. 


AUSTRALIAN EMBASSY, 
Wa hington D. C.. January 2: a 194 3 
30/53 
Australian Ambassador presents his compliments to the honorable the 

-cretary o State and, upon instructions from the Australian Government, has 

the honor to make the following communicatior 

The ere es Government desires again to draw the attention of Government 
of the United States to the situation created by the continued operation of restric- 
tions on the import of dairy products into the United States under section 104 of 
the Defense Production Act, as amended. The Australian Government wishes to 

fer in particular to recent intensification of these restrictions through the appli- 
cation of import quotas to dried whole milk and dried buttermilk 

It will be recalled that the Australian Government made representations to the 
United States Government concerning this section of the Defense Production Act 
on September 11, 1951, and that representations had previously been made 

oncerning the prohibition of imports of butter on June 6, 1950, October 7, 1949, 

d September 23, 1949. 

The Australian Government has noted that at the end of last year import 
restrictions on casein were removed and restrictions on certain types of cheese were 
somewhat modified. Though the effect of these relaxations is of a minor character, 
since changes in respect of cheese do not in any way affect Australia’s trade with 
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the United States and trade in casein is small, they are, nevertheless, welcome 

Imports into the United States of butter, which is Australia’s principal expor 
dairy product and of which she is a substantial exporter, are however still entire] 

prohibited. This prohibition has been maintained notwithstanding tariff co: 

cession granted on this product by the United States Government as part of th: 
tariff agreement concluded between the United States and Australia at Genev: 
in 1947 and despite repeated representations from the Australian Government 
Imports of Cheddar cheese, which is next in importance to butter among Australia: 
exports of dairy products, are restricted by quota provisions. The Australian 
quota is less than 1,200 pounds, which of course is not a commercial quantity, so 
that this restriction is tantamount to an actual embargo. Imports of dried skim 
milk are prohibited. Since December 30, last imports of dried whole milk and 
dried buttermilk are subject to quota. 

It is unnecessary again to recapitulate the position in respect of butter, which 
is the most important item affected by these restrictions. It may be noted, 
however, that the Australian dairy industry has for many years been denied any 
opportunity to develop an American market for Australian butter, and is now 
denied any such opportunity in respect of cheese, dried skim milk, ana buttermilk 

United States imports for consumption of dried whole milk from Australia are 
recorded in United States Government trade statistics at 2,050,732 pounds in 
first 6 months of calendar vear 1951 and 38,144 pounds in corresponding period of 
1952. The low 1952 figure was due to severe drought conditions in Australian 
dairying areas, the effects of which are to be seen in Australia’s exports of butter 
to all destinetions. In the fiscal year 1950-51 these amounted to 120 million 
pounds and in fiscal year 1951-52 to 23 million pounds. The recovery and 
expansion of Australian exports to the United States of dried whole milk in the 
current Australian summer season, however, is seriously threatened by the 
import restrictions just introduced. In particular the selection of the first two 
quarters of the calendar year 1952 as the “base period’’ on which to assess an 
import quota for Australia for the first quarter of 1953 clearly creates a most 
inequitable situation and one which greatly perturbs those who have been endeav- 
oring to increase exports of dried whole milk to the United States. The Aus- 
tralian Government therefore asks that the basis for fixing import quota for dried 
whole milk from Australia for the first quarter of this year be reviewed and 
that the first two quarters of the calendar year 1951 be substituted for period 
now used 

In recent years the Australian dairying industry has rapidly expanded its 
capacity to produce processed milks of various kinds. Considerable capital hes 
been invested and is now being invested for this purpose, much of it by American 
corporations. United States import restrictions on these commodities deprive 
this developing industry of a major potential market. By denying Australia an 
opportunity of selling butter, cheese, and processed milks freely in the United 
States and thus increasing her dollar earnings, these restrictions hinder the 
reestablishment of world trade equilibrium and they tend to create in Australia 
a public opinion unfavorable to the multilateral trade policies advocated by the 
United States Government and supported since the end of the war by successive 
Australian Governments. 

The United States Government will doubtless have in mind discussions at the 
seventh session of the contracting parties to the General Agreement on tariffs 
and trade covering the operation of section 104 of the Defense Production Act. 
[t will be remembered that the contracting parties authorized the Netherlands 
Government to impose a limit upon imports of wheat flour from the United 
States in 1953. It will also be remembered that the contracting parties at that 
session confirmed findings made in their resolution of October 26, 1951 (when 
this subject had previously been discussed) ‘‘that concessions granted by the 
United States Government to the contracting parties under the general agree- 
ment have been nullified or impaired within the meaning of article X XIII of the 
general agreement and that the import restrictions in question constitute an 
infringement of article XI of the agreement, and that the circumstances are 
serious enough to justify recourse to article XXIII, paragraph 2, by the con- 
tracting parties affected.” 

The Australian Government trusts that the United States Government will 
shortly be able to implement import policies in relation to products now in ques- 
tion which conform with the United States Government’s international trade 
obligations and with trade policies supported by Australia and many other coun- 
tries of the free world It therefore does not at the present time contemplate 

mpensatory action to redress the balance of the 1947 agreement. It does, 
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however, earnestly request that for the present the United States Government at 
least give prompt and sympathetic consideration to the request that in respect of 
import quotas for dried whole milk from Australia for the current quarter the base 
period be changed from that at present employed to the corresponding period of 
the calendar year 1951. 


CANADIAN EMBASSY 
No. 83 

The Canadian Ambassador presents his compliments to the Secretary of State 
and has the honor to refer to the Canadian Embassy’s notes of August 27, 1951 
(No. 496) and January 17, 1952, regarding the restrictions imposed upon imports 
of fats, oils, and dairy products under section 104 of the Defense Production Act 
of 1951. 

The Secretary of State will be aware that these import restrictions were con- 
sidered at the sixth and seventh sessions of the contracting parties to the General 
Acreement on Tariffs and Trade and that resolutious were adopted recognizing 
these measures to be contrary to the provisions of the agreement. 

On the occasion of the announcement on December 30, 1952, of further import 
restrictions, relating to dried-milk products, the Canadian Government reexamined 
the situation resulting from these restrictions. On the basis of this review the 
Canadian Government would again express its serious concern at this infringement 
of international agreements to which the Governments of the United States and 
of Canada are parties. The Government of Canada wishes to call the attention 
of the Government of the United States to the effects of these measures not only 
on trade between the United States and Canada but also on the broad commercial 
policy interests of the two Governments. 

The Government of Canada considers that such departures from accepted 
principles of commercial policy by the leading trading nation can hardly fail to 
weaken the force of those principles and to damage seriously the development of 
world trade on a constructive basis. 

Both Canada and the United States, recognizing the weakening effect of con- 
tinued reliance on import restrictions on economies of friendly countries, have 
frequently encouraged them to seek solutions to their balance of payment diffi- 
culties through increasing exports rather than curtailing imports. Actions by 
the United States Government such as that represented by these import restric- 
tions tend to undermine the confidence of overseas deficit countries in their 
ability to approach a balance by increasing their dollar earnings. These meas- 
ures may in consequence have the effect of discouraging attempts which might 
be made by such countries, in the face of great difficulties, to change the general 
direction of national policies away from reliance on discriminatory import 
restrictions as methods of achieving international balance. 

The Government of Canada, accordingly, takes this opportunity to urge once 
more that the import restrictions imposed under section 104 of the Defense 
Production Act of 1951 be removed as soon as possible. 


Wasurncton, D. C., February 10, 1958. 


EMBASSY OF THE ARGENTINE REPUBLIC, 
Washington, D. C., March 5, 1948. 
D. E. No. 75 
His Excellency Jonn Foster Dvu.izs, 
Secretary of State, Washington, D. C 


Mr. Secretary: I have the honor to inform Your Excellency that, with the 
return of climatic conditions to normalcy, the production of cheese has increased 
in Argentina, and this has made it possible again to build up considerable export- 
able stocks. 

Argentina has traditionally been a large exporter of cheeses to the United 
States, especially cheeses of the Italian type, so sought after by consumers in 
this countrv. As a result of the extraordinary drought which occurred in my 
country in recent years, Argentine exports of cheese to the United States have 
declined greatly, particularly since 1951 

Our Government had the opportunity on previous occasions to express its 
opinion regarding the harm done to the trade between our two countries by the 
provisions of section 104 of the Defense Production Act of 1950, and the subse- 
quent amendment thereof permitting one-third of the quotas fixed for each date 
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to be transferred to another country, according to supply needs. The amend- 
ment has meant a considerable cut in Argentina’s quota in favor of Italy. These 
provisions are making their negative effects especially felt at a time when the 
recovery of Argentine production permits considerably increasing the shipments 
to the United States. Argentina is at present in a pos‘vion to fill the entire 
quota fixed in the said legal provision, including the one-third transferred to 
Italy, and we therefore respectfully request that this situation be given con- 
sideration in the amounts to be imported to the end of the present period; i. e., 
June 30 of this year. We likewise request that, should new quotas be estab- 
lished for the year 1953-54, full consideration be given to the Argentine situation. 
In such an event, we also request modification of the present basis for the assign- 
ment of quotas, which took the average for the years 1948-50 as a period show- 
ing the proportions for each country and each importer. We affirm that the 
adoption of that period was not really fair, for during those years imports from 
Argentina declined in comparison with previous years, as a result of the drought. 

As a matter of fact, Argentina had exported substr” vial quantities from 1940 
on. In some of those years, the figure of 10,000 tons per year was exceeded. 
Thus the ratios between Argentine cheese imports and total cheese imports into 
the United States were very high during those years, in several instances exceed- 
ing 80 percent. Those quantities and especially. the ratios decreased appreciably 
from 1947, so that, in the 3-year period adopted as a base (1948-50), Argentine 
imports were reduced to an average of 3,500 tons and represented only 20.6 
percent of the total imports of the United States; whereas adopting a longer 
period and, therefore, one more representative of the situation of international 
trade—for example, the period 1938-50—leads to the conclusion that Argentine 
exports to the United States averaged 4,500 tons, or nearly 35 percent of the 
total imports 

Now, if reference is made only to cheeses subject to quota, which comprise most 
of the cheeses that Argentina exports to the United States, the proportions for the 
periods 1948-50 and 1938-50 are 32 percent and 51 percent, respectively. We 
therefore maintain that the absolute quantities and the proportions adopted for 
Argentina according to the regulations do not represent the true share that has 
traditionally fallen to our country in the total imports. 

It behooves us to mention the circumstance that cheese imports are propor- 
tionately very smal! in the United States domestic market and are steadily de- 
creasing. From somewhat more than 10 percent at the beginning of the thirties, 
these imports have declined appreciably and are now oscillating around 3 percent, 
so that they cannot cause serious disturbances in the domest ¢ market or in pro- 
duction, nor can they be reflected in increased expenses resulting from the Govern- 
ment price-support policy. 

Furthermore, the maintenance of quotas does not seem tc be in accord with 
the new trends of the Government’s economic policy or with t.1e necessary expan- 
sion of regional economies, a basis factor in the general advancement ot well- 
being in the world 

For these reasons and in compliance with express instructious from my Govern- 
ment, [request Your Excellency to be so good as to see that the proper authorities 
of the United States Government consider the elimination of the quota system 
affecting Argentine cheese imports or, failing that, to have a new analysis made 
of the present system of distribution of quotas of the said product, so that it may 
be fairer and may definitively permit a substantial increase in Argentine cheese 
exports to the United States, which my country will be in a position to satisfy 
to the extent required. 

I avail myself of the opportunity to express to Your Excellency the assurances 
of my highest and most distinguished consideration. 

Hivéutrro J. Paz, Ambassador. 

Mr. Linper. It is difficult to overemphasize the significance which 
foreign countries attribute to section 104 and our action under it. 
In part, the reason for their concern lies in the injurious effect of cur 
section 104 restrictions on their trade; it hampers their efforts to over- 
come balance-of-payments difficulties and makes it more difficult to 
reduce their need for extraordinary assistance from the United States. 
But it is to a perhaps even greater degree the symbolic significance of 
section 104 as to the direction of United States trade policy which 
arouses concern. 
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The fact is that, for them, the bill carries the implication that the 
United States is moving away from a policy of cooperation with its 
allies toward a restrictionism which disregards both our obligations and 
their needs. Even our friends in other countries are hard put to 
defend us. Our enemies seize upon each such example to make the 
claim that the United States wants not free partners in a mutual ex- 
change of goods but only dependencies where American surpluses can 
be conveniently dumped. 

It has to be borne in mind that one of the express purposes of the 
international agreements, which section 104 compels the United States 
to violate, is to further the interests of American agriculture. Tne 
prosperity of American agriculture depends, in the first instance, on 
domestic prosperity. But, as the President pointed out in his message 
on the state of the Union, it depends also “upon the opportunity to 
ship abroad large surpluses of particular commodities, and, therefore, 
upon sound economic relationships between the U nited States and 
many foreign countries.” 

By denying friendly foreign countries an opportunity to engage 
in profitable and equitable trade with the United States, this law 
limits their purchases of American agricultural commodities, as well 
as a wide range of products from other American industries and enter- 
prises. The close tie between our imports and our export sales is 
illustrated by the fact that one government, the Netherlands, has 
curtailed its imports of wheat flour from the United States specifically 
because of section 104 restrictions, and several other governments 
are considering similar action. At a time when American agricultural 
exports are already falling off, we can ill afford any further decline in 
such sales. 

For these reasons, this Department is of the view that section 104 
should be permitted to expire, and that there should be no extension 
of this provision beyond June 30, 1953, either in the legislation under 
consideration, or other acts of Congress. 

Senator Roserrson. Mr. Chairman? 

The CHArRMAN. Senator Robertson. 

Senator Roperrson. I note that you are speaking for the State 
Department, Mr. Linder, and Mr. Short is speaking for the Depart- 
ment of Agriculture. 

1 am in full and complete accord, concerning section 104. Mr. 
Short pointed out that his Department had ample authority to act 
under section 22 of the Agricultural Adjustment Act of 1934, and 
you point out that the State Department has had an opportunity to 
act under the ‘escape clause’’ of the Trade Agreements Extension Act. 

Since you and he, speaking for your respective Departments, are 
so fully in accord on this subject, I assume that our committee would 
be justified in considering that you and Mr. Short have the same 
official position of the administration on this subject. 

Mr. Linper. I think that is a correct statement, Senator Robertson. 

The Caarrman. Any questions, gentlemen? 

Senator Frear. How many times do vou recall, Mr. Linder, that 
you have used section 22 of the Agricultural Adjustment Act, or the 
“escape clause” in the reciprocal trade agreement, where section 104 
would be effective? 

Mr. Linper. I am informed that there have been three cases under 
section 22—almonds, cotton, and wheat. 
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Senator Frear. Any others? 

Mr. Linper. There have been a number, but not in respect to 
section 104. 

Senator Frear. Has there been any question among those admin- 
istering the reciprocal trade agreements, on which actions were 
delaved? 

Mr. Linper. Well, I don’t know 

Senator Frear. In other words, the officials just floundered around, 
waiting for some action, until the emergency was over? 

Mr. Linper. Senator, I do not think it would be appropriate for me 
to say that any members of the Government floundered around. 

Senator Frear. I don’t want vou to. 

Mr. Linper. All I can say, sir, is that in view of the workload of the 
Tariff Commission, they have proceeded with the “escape clause’’ 
actions as rapidly, I assume, as they were able to proceed. But I am 
not fully familiar with the details of how the Tariff Commission has 
worked. 

Senator Frear. But your Department, the Department of State, 
has to work pretty closely with customs, or the Tariff Commission, 
do they not, sir? I gather from your statement here that many 
countries are now hesitating to buy some agricultural products, because 
of section 104. 

Of course, I realize that that is an export problem, but to take care 
of the imports, you must work with the customs in some close rela- 
tionship. 

Mr. Linper. Well, we do have knowledge of when an “escape 
clause”’ action is brought before the Tariff Commission, if for no other 
reason, because it usually has some repercussions on the economy of 
some other country, and the Ambassador for that other country would 
probably come in and talk to us about it. So, we do have some 
knowledge. 

But, as I said, I cannot comment, I do not believe, appropriately on 
the speed with which the Tariff Commission handles such an action. 

Senator Frear. Well, as far as you are concerned, and as far as the 
Department of State is concerned, we would eliminate section 104 
and you would take care of the complaints of the American producer 
of dairy products, either under the reciprocal-trade agreements, or 
under the “escape clause.”’ 

Mr. Linper. I believe that the objectives of section 104 can be 
accomplished in that way, and there may need to be some speeding 
up in the normal processes of the Tariff Commission. I would hope 
that this would be possible quickly enough so that there would be no 
lapse. 

Senator Frear. I think you have raised your second question, 
when you suggest a speedup in the action of the Tariff Commission. 
You do not want to go so far as to guarantee any speed? 

Mr. Linper. I do not think I could very well, sir. 

Senator Frear. Thank you. 

The Cuarrman. Are there any other questions, gentlemen? 

Well, I think you have made your position crystal clear. You are 
against section 104. 

Mr. Linper. Thank you, Mr. Chairman. 

The Cuarrman. I think you have also made your position clear, 
that in time of a grave emergency you feel controls are necessary. 
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Mr. Linper. The State Department is not primarily concerned, 
Mr. Chairman, with most of the aspects of this bill, except to the 
extent that we would like to have such standby controls as are neces- 
sary to assist the defense effort of our allies, so that when an emergency 
arises, we are able to take care of it. 

The CHarrMAN. I was taking the second paragraph of your state- 
ment. 

Mr. Linper. That is correct, sir. 

The CHarrMan. If there are no further questions, thank you, 
Mr. Linder. 

Mr. Linper. Thank you. 

The CHarrmMan. On April 28, 1948, a Special Committee To Inves- 
tigate the National Defense Program, pursuant to Senate Resolution 
71 (77th Cong.; S. Res. 6, 78th Cong.; S. Res. 55, 79th Cong.; and 
S. Res. 46, 80th Cong., all resolutions authorizing and directing an 
investigation of the national defense program) presented its final 
report, being Report No. 440, part 6, 80th Congress, 2d session. 
Senator Owen Brewster was chairman of this special committee with 
the full membership consisting of: Senators Homer Ferguson, Joseph 
R. MeCarthy, John J. Williams, George W. Malone, Harry P. Cain, 
Carl A. Hatch, Claude Pepper, J. Howard McGrath, Herbert R. 
O’Conor. Mr. William P. Rogers was chief counsel of the committee. 

Without objection, I offer and ask that the conclusions of this 
special committee, reached after lengthy hearings and long delibera- 
tions, found on page 308 of Report No. 440, part 6, 80th Congress, 
2d session, be included in this record. 


CONCLUSIONS 


1. A prompt and effective mobilization of our entire economy is essential in 
the event of war. In time of war our armed services are dependent upon the 
economic resources of the Nation and the productive capacity of its people for the 
vast amounts of weapons and supplies necessary to equip and maintain a modern 
fighting force. At the same time, our economy must meet the essential needs 
of the population. 

2. In reviewing the history of our mobilization planning efforts in two world 
wars, the committee has observed that the lessons learned from experience in 
controlling our national economy during World War I were largely disregarded 
when similar problems confronted us in World War II. Only belatedly in World 
War II did we put into effect many of the organizational principles embodied in 
our industrial mobilization plans 

3. The committee recommends that the Congress give close and continuing 
attention to the activities of the executive departments responsible for mobiliza- 
tion planning in order to make certain that the industrial mobilization plan now 
being considered is formulated promptly. Once the plan is completed, it should 
be periodically revised from time to time in the light of changing strategic military 
plans and technological developments 

4. As soon as an industrial mobilization plan is prepared by the executive 
branch, the Congress should implement the plan by legislation so far as practi- 
cable. All experience demonstrates that detailed legislative programs for indus- 
trial mobilization cannot be enacted quickly in a crisis The Congress should 
at the same time provide for progressive implementation of the plan by predeter- 
mined legislative or executive action to meet any crisis as it develops. If this 
is done now a great deal of delay and confusion will be avoided when, as, and if 
an emergency does arise. 

5. As in the case of reserves in our military forces, a reserve of men experienced 
in specialized phases of business and industry should be designated, trained, and 
available to undertake the administration of the various Government agencies 
which must necessarily be set up under any mobilization plan in order to direct the 
economic phase of war in the national emergency 
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6. The most difficult problem in the mobilization of industry for war is the 
decision to put the mobilization plan into effect. The committee, therefore urges 
that the Congress and the executive branch arrive at a determination now as to 
how and when, and in what stages, the industrial mobilization plan should be put 
into effect when the need arises. 

7. The American people must realize that in another war this Nation may at 
once become not only an arsenal but also a batticfield. The committee believes 
that the prompt and effective mobilization of our economy in time of war is 
of such vital importance to the security of this country that it demands the 
constant attention and bipartisan consideration of the Congress and the executive 
branch of the Government. 

8. In this era of total war consideration may well be given to universal service 
(a) to assure that each shall do his proper part in defense of his country; (b) to 
eliminate unjust enrichment 


9. In any event, new techniques must constantly be developed to take unfair 
profits out of war and out of preparation for war. 

The CHarrMan. We will now give anyone that cares to do so the 
right to file a statement, which will be printed in the record, up until 
Friday night. 

The committee will meet at 10 o’clock on next Tuesday, April 7 7, 
to start writing up the legislation. That means we will meet in 
executive session to decide ‘exactly what kind of a bill we are going 
to report to the floor of the Senate, if any. 

Senator Ropertsow. Off the record, Mr. Chairman. 

(Diseussion off the record.) 

The CHarrMaN. Is there anyone present who would like to say 
something? We are closing these hearings now, and we will give 
everybody an opportunity to file « statement, up until midnight on 
Friday of this week, which will be printed in the record. 

If no one has anything further to say, the hearing is closed. 

(Whereupon, at 11:20 a. m., the hearing adjourned.) 
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